Congressional
;__é\ Research Service

Informing the legislative debate since 1914

SBA Small Business Invest
Compahiwyogr am

UpdatSegpt ember 4, 2019

Congressional Research Service

https://crsreports.congress.gov
R41456

CRS REPORT
Prepared for Members and
Committees of Congress




SBA Small Business Investment Company Program
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Small Busidse s(sSBAASmmalilstBugimas { SBd€9gst ment C
gram is designed to enhance small business ac
pl e fitelmet ifnlgow of privateremqipayn ¢ apudsiadwhas d k o
cerns need for the soumndns immdcfimrg tofeittheg oW
ansion, and modernization, andfawhichatnsagnoth:
w of capital to small businesses to stimulate
gsr apnir i mary objective.
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viding small businesses private capital the ¢
ds the SBIC borrows at favorablesrtahes (calle
t

enture (loan obligation). SBICs pursue i1inves
as, and stages of investment. Some SBICs spec
ers invest more gener allty.cuMast sSRBIgEs ocdon mevret:
rtup, expansion, or turmnaround) and geographi

SBICcprolgasaimynvested oF®bhiolmmidrn eidn asbmarlt] $bus
h t'hhes BBrAe of capg2htialll iacdn & iISnB AR Y200mini $§ 1 ed t o
r a2oStheiel 1$i on in SBIC small busine2%dihlviest ment
m private capbithli dowrial fsbmallc obfgsSif mes slg s .

recemme ydMambegr s aovfe Caornggureeds st hhat t he program s
eans to stimulate e Fomro mixRa nlap.d/téli, M3ihtey and creat
solidated App.,r oiprcdraeasoend tAkbd ,a dduadl amount of
horized to provide to.PSRIL-C831#ohe$ 4C obnislolliiodna tferdc
ropriat iiomecr cAaasngodu ht@hew,f out st anding Il everage ¢
C licenses unddawrl ¢ omis/6 anc bgneiédiftuyndso $350 mi
m $22B. mtll8l7i Bmel 1 Business Investment Opportu
reased the amount of outstanding leverage al/l
0 omQ@tlhheirs worry that an expatstesd aB B BbE€npgregnsam
federal deficit. In their view, the best me a
wt h, and create jobs 1 sfetdoe rraeld sftiesachanls i nes s t a
e Members have also proposed that the prograr
ly stage small businesses, which are general]l
having a relativehYPuhi glg phtte Otbiaanht RadmS Bpabtcr
ablisykad,acfairteg stage SBI&Lrréeemiutiiratdi weo. 1imavrelsyt
st 50% of their investments in early stage s
e newedr poshiteawe cash fl ow fTrhoSsmB Ao petroaptpieadns i n
epewngmsfloreahky st aagéeivd BI1C1 7.

s report descii bas utchawnr ESBh@up opgmrami DPBISC e 1 1 g
uir evieesnttnse,nti nact i vity,alasnod [ pirdeegr a m fsotr antait si toinc sc
SBI Cs pdeobgSrulpti oegr am, participatiinngpascetcur i ti e s
estment SBIC program (targeting urnsdetroser ved
ess to craenddiatr 1l S Blt@Qgiprnittailldt i ve
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SBICrogram Overview

The Small Butsrianteisosn AASB A)i sadmi ni sters several pr

businesses, including loan guaranty programs t

programs to increase small business opportunitie
businesesoewsn,e thsom and renters to assist their reco
entrepreneurial education to algi satl swi takdmh ms ist e s
Small Business Invesdeégmeam. Company (SBI C)

Aut horized#d 9By Phlk. S8nall Business InvSeBsItCment Act
program is9  dpsogameand ostimulate the na-tional =eco
business segmentbyhetricmdl atnmi pgtdmee dd wpvp odmemtiiviag
equity ¢ aptietranl laonadn Ifowimgdssi mwehsi sc hc smadrdns need for
financing of their business operations and for t

which are not avai? able in adequate supply.

TheBI pr ogr am awldadsr ecsrse actoendc etrons 1 aised in a Feder
Congreisdentthiafapdin the catpartmlIf vpdoketghse dtoed | ong
small bUhencepost ndteld atnh aptr dphrca e BAve rgr ovi ding
sheartrm and 4 etremr meddate when such loans are unayv
insti’awmdi 6 ha tditdhenoStBAprovi Eqaquiyt i iameanaoaigngor
capital) is money raisesdhodiye aofc ompraarys iinp eixe htalh e
Ownership is represented by owning shares of stoc
financial instruments 1into stock. Equity financi
incurring debthg Do wephpuat hpecific altheeunt of mo
Federal Réss erreweorBoacrodncl uded there was a need fo
“stimulate the availabili”ty afsc¢spitahnttwmigds i ne s
accessteomlbdbDngancing *“Fadiddquatyngi thecifdogw of coeé
b us i nteos ssetsi mualtai¢oenoatldh |y nrdbeamati hfeB] C pso gpgmrd mar y
objective.

ThEBA does n
and manage
capital th
borrows at

ot makien dsimekk.{ 6 mpie s tpmea wéa s wiltyh o wn e d
SBICs licensed by the SBA to provide
8Bl Celdas e gaanlda ¢tvdirtyh cfaupnidtsal()called 1 ev
bvoaabtethet 8BA guarant ®Aess otfhe deber

1U.S. Small Business Admi 20Congressional Budge(J8sHfidation antl FY28lc al Year 20
Annual Per for m23pathttps:Rwenvw.sba.gogictumenieport—congressionabudgetjustification
annualperformanceaeport

215U.S.C. 8661.

3U.S. Congress, House Corittee on Banking and Currencgmall Business Investment Act of 19&§ort to
accompany 3651, 88 Cong., 29sess., June 30, 1958, H.Rept:&®BO (Washington: GPO, 1958), pp. 4, 5. Also, see
U.S. Congress, Committees on Banking and Currency andt&denmittees on Small Businegsnancing Small
Businessreport tothe Committees on Banking and Currency andc€lemmittees on Small Business, United States
Congress, by the Federal Reserve Systefi(#fig., 29sess., April 11, 1958, Committee r{Washington: GPO,
1958).

4U.S. Congress, House Committee on Banking and Curr@meg|l Business Investment Act of 19&ort to
accompany 3651, 8% Cong., 29sess., June 30, 1958, H.Rept:&®BO0 (Washington: GPO, 1958), p. 5.

5 Small businesivestment companies must invest in small businesses, which are defined as those with less than $19.5
million in tangible net worth and average aftax income for the preceding two years of less than $6.5 million, or
businesses qualifyingas smallundeh e S BA’s NAICS industry code size standard:

Congressional Research Service 1
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JuBl 9,01t he302] iweamsed SBICs parti fipaF&@lhien ¢t he
SBA pr o26ibdieldl iSon in I1'everage to SBICs.

In recent years, some Members of Congress have a
a means to stimulate economilP. [a.e7tpli Mlihtey and creat
Consolidated Appropriations Act, 2014, increased
authorized to provide to SBIACsl 1t3lo4 $&d Goddolbinddrtre
Appropriations Aatmoul@l ®@f iomdmrse¢eaned ntghd everage :
SBIC licenses unfdarel commwbamcdbgnpél funds 1 imit) t
from $222 I nmialdBibnloSh7, 3mel 1l Business Investment Of
20) 71 ndtrhecea saemount of outstdmdinSgBdsiCam¥ Srla7gde ma Il 1l d wen
from $150 million.

Ot hers worry that an expansteda$dl Cnpregsamtdhaeulac
deficit. In their vVview, the best means to assist
create jobs is to reduce butgrmeng .taxes and exer
Some Members and small business advocates have a
additional assistance to startup and early stage
relatively risky 1nvest menptost ebnutti aall sfBoorm sj ohba vcirnega
exampleing'Gohneg Sels3sai,hB5 R, 3 Mhe SmalblksBmemnness In
Enhancement and Thaaxw eRtehidtrhifz e Adtmj nwetkrdtion to est
separate SBI C sprasggablalmi filors saeddihtyi omrt of t he Obar
Admi ni $§st rSattairocomup Amer i ca I ni tvigaetairv,e ,$ It hbei 1 S B A ne seta
stage SBIC initiativarrecegquldltldactabthe hgts 8 e oF Bl €«
investments in early stage small businesses, def
positive cash fnl coam yf rfoim coaple ryaetairons i

Th®$BA s taocpcpeepde avp gl 1 c a natrsl yf osrtiamngied i SaBtId0nk 7

addi tniodmne tlHg wWiBtAh8,r ew a proposed rul20el 6publishe
to amend the i“mote¢ astitveactwl mekanmmdent part of t he
prog?Phhe. SBA indicated thatbectawsehdeew ke puap

6SBA, “ S BI (FisdlrYyeagDRata for the period endifigne 302019,  hitps://www.sba.gowafiticle2019/
augl5/quarterlydatajune-30-2019
" 1bid.

8According to a U.S. Government Account Abdoutd0%300f( GAO) report
187) of debenture SBIEsthe most common SBIC fund typevere managed by 69 multiple licensees in 201phe
proportion of debenture SBICs managed by multiple licensees has sharply increased, rising fron?abo20@56 to

about 706 in 2014.. For debenture SBICs specifically, multiple licensees also increased their share of total SBA
leverage during 2002014 These SBICs held about%/bf SBA leverage in 2005, but about%4f the

approximately $7 billion in SBA leverage in 2014from 2009 to 2014, no more than 2®f multiple licensees

reached the theapplicable $225 million leverage limit The SmallBusiness Investor Alliance and some SBIC fund
managers told us they believed the leverage limit nonetheless has a significant effect because it deters some SBIC
managers who want to substantially grow their fund over thetlenmg from continuing to padipate in the program.

SBIC characteristics, including geographic distribution and management demographics, were largely similar for single
and multiple licensees. Multiple licensees, in the aggregate, demonstrated better investment performarstegiean
licensees from 2005 to 2014 S e eSmdll BuBiness Investment Companies: Characteristics and Investment
Performance of Single and Multiple License®880-16-107, January 27, 2016, pp. 8, 10, 11, 13, at
https://www.gao.godsset€180674813.pdf

9 The proposed changes would have allowed early stage applicants to apply at any time, similar to other SBIC
applicants, instead of only during limited time frames identified in the Federal &egwiich the SBA has published
on an annual basis since 2012); allowed early stage SBICs to obtain an unsecured line of credit without SBA approval
under specified conditions; allowed an application from an applicant under common control with an eaiftiatage

Congressional Research Service 2
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funds applied to the Early Sotmamgeen sSuBla@ ei nwiittiha ttihvee
results, and the comments to the proposed rule ¢
Early Stage”SBIC progr am.

This repor SBd Camisowtgs wetnhar e s,a nfdo coupseirnagt ioonn SBI C el
requiriemeesttsme,nta nadec tpirvoigtlhrta mi me¢lat d s iicsf or mat i on ¢
SBsdebenture SBIC program, pajtmpaicpat  nvg st memt i t
prog(rtaamr get ing underserved mar ket st ocanedr ecdoimmuann & i
capiatnadlay | ySBItG gieni t i ati ve

Thiepoaltso discussets hlhedgiitsrdcardafalsghnes £ f mmm 21 a 1
leverage the SBA is aut(h2o)hneazxeidmnutmou mptr oovfi deu tt sot &SmBd
leverage allowed for two or mdre SBIC licenses 1t

SBIC Types

There are twdntvepeasneaft SBImPsaamdteisod i T@ hce)d wofidth:
Business Investment Act ofondDg§Bpalbhasre g mbeBnl dCesd. , ar e
Investment compaadtisond iT@h@d)b peeficdtah ei Zaecdt ,S nraal 111 eBd
Il nvest ment( SCBMpoacu,se Son providing financing to sm
“whose participation iampheetflirbecenserpfisoecsgyght
di sadv¥®%datgicon 301 (dp. wa2sOlfr4epeaOmdi bys Consolida
AppropriationkdfAchi v,il &i%hden (SlnaRt lbeg Ba ms nEmpr ove ment
of 189639 result, n oh anveew bS S Bil @c stlsaubcecedn ssldil sn wle9v9ebr

e x 1 sStSiBnlwest“eer and f"famédlbreded to remain in the progr

With few $SBlC@yptamd sSuSbHIleChse asrlhemgi bi | i ty requiremer
operating rules andtaeftBBlu@iasiusadiesd. tToh eSRflfdasr e ,0 tbloet
anSISBI Cs .

Fi ve types odx iDebgniutea BT ByRatt hwestmerf B 1 C s earlystagd
SBICs receive leverage tfDeobuegrht utrhees iasrseu adnecbet oofb Ic

SBIC that has outstanding debentures or debenture c¢commit me
commitment of 100% of regulatory capital or $50 million, whichever is less, to 100% of regulatory capital or $75

million, whicheverslessSe e S BA, “Small Business Investment Companies ( §
Federal Registe?6875, June 11, 2018;a8dB A, “Small Business Investment Companie:
I nit i aFederabRedisteB407564080, September 19026.

WSBA, “Small Business Investment CloedgpahRedisteR6876,9uBd1d,) ; Early S|
2018

111n addition,S. 2831 A bill to amend the Small Businessvestment Act of 1958 to provide priority for applicants for
a license to operate as a small business investment company that are located in a disagsriatealuced on April
21, 2016, and reported favorably, with an amendment, by the Senate @monitSmall Business and
Entrepreneurship ollay 24, 2016 The bill would require the SBAdministratorto give priority to an application for

a license to operate ass8ICthat is from an apptant located in a disaster area. The bill would also prohibBB#e
from including the cost basis of any investment made by a SBIC in a small business donatdin a major disaster
areaduring the ongyear period beginning on the date of the desadéclaratiorwhen determining if that SBIC has
reached its leverage limit.

12p . 92595, the Small Business Investment Act Amendments of 1972.

13 A debenture SBIC maigsue and have outstanding both guaranteed debentures and participating seeovitiesl
that the total amount of participating securities outstand@®snot exceed 200% affs private capital Seel3 C.F.R.
§107.1170The SBA stopped issuing new commitments for participating securities on October 1, 2004.

Congressional Research Service 3
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issued by SBICs and h éPatticipating securitiesa Bilt @se dr ebcye it vhee ST
leverage through the i1issuancecofirparescrpatirnoges
preferrtgdgpecgactyities, often in the form of 1 1in
or debentures with interes t°Bagnkownednbrdevesagedy t o t he
SBICs do not “%Tddesi veploatedfwmgases on the four ty
receive leverage from the SBA

SBIKligibility Requirements

ASBIC can be organized 1 nalammy tsetda tpea ratsn eeristhh epr (alL
limited liability cogmpannyed LiL€fdemubel dbware 1 aw).
by relatively small grmamwgpeaortolvanielah nd o d me o¢ 4, a

302) are wholyl xommeaed, al banks. A few SBICs are c
st dck.

Or ofpramy criteriaSHIoG@ hguwehgfiredamanagement. T
reviews aapdr caspppercofyvieviea naBleGne nt t pasmfleasde dnapon
capabilities and character .CsS pneacniafgiecaaminlayn,d t he SE
looks for

X at leapstne¢wpal s with substantive and anal ogou
expernience

x realized track record of superior returns, b
appropmitdttaetqwa performance measures ;

X evideascter roanfiglt u s i ne s sa mpidnovpeosst amiddneta 19 fffleorvs
in the nmeastpmeposed for the new fund;

X a cohesive management t enadm,a whiitsht ocroympolfe me nt a
working together;

X managerial,oropechhioahhexpddr hedae that ca
portfolio company level; and

X a demonstrated ability to manage cash flows
will be repai on a timely basis.

1413 CF.R. §10750.
1513 CF.R. §10750.

16 Commercial banks may invest up to 5% of their capital and surplus to partially or wholly own a SBIC. Bank
investments in a SBIC are presumed by federal regulatory a
Reinvestment Act purpes. Sed.L. 90104, the Small Business Act Amendments of 19&7dThe Board of

Governors of the Federal Reser ve Bo kedata) Refistefds1 MayBus i ness In
1968

17SBA, Fof SBIC Applicants: Phase IlI: Licensing Reviet https://www.sba.gogbntentphaseiii -licensing
review.

18SBA, “For S BI (hasap Ipitiai Review t kttpst/®ww.sba.gogbontentphasei-initial-review.
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SBIC Application Process

Applyi 8Bl Lodedbenturestlapemsecags wi mludtthe s ubmiss

the SBA Management Assesnmenmntm @Qwadtiadygpnaiome e MAC
fee of ®FHO, 06sitnicol nundaeisr,e among others, questions

X t he ’sf ulnedgal mname and thenoamel andndddoanstsebl o
per s%ns ;

X the sfimwd st ment strategy (including geographi
diversification strategy, primary types of s«
be primarily an equity or debt investor, etc.
t he maneg’elmiesnttoptryo faensds i onal experience:;
the simwed st memakdegifpuomedsal origination to |
monit;oring

X t feusd economics (1incl udisngecaar rdiedstdchrdinptteiroens to,f t
formula wused to fceaelscuadamd etplindha nfaggredne nt h e
allocation of fees between the fund and any
entities, details concerning compensation th;
partner;s hip, etc.)

X t hfeusdcapitalizationtiatelgywdi wheitthees amepdttacer
agent has been or will be Jiaredd, information
borrowing arrangements, etc. ) ;

X t feusd governance structure (aimmdcluding an orga

X a -y8@ar financial ?forecast for the fund.

Af treerc e i vi dsg atphpelaifcmaetmboentr ¢ f Pr bgr 8 BADevel opment O
reviews ;ashsee sMbAeQs t h e i’sn vpersot pmoesnat] cionmislaingght of t he
minimum requirements anpde rmfaonrangse memit,ti idamla b dnugei cdaitliic
making referenpamrd tprl epahroense a awrlist t e€m r ecommendat
Invest medst IDhivveisstimbennt Commi ttee ( cdimpiossiecodn)of s en
I f, after reviewinmgPthgr MAQDa nwdelvoapl nucafit B AOnf, f itchee
Investment Committee concludes, by majority vote
investmenst mngaonmpgaennye nt t eam may atma nqayEgalmefite d efaanr i
invited 't ohdeddhdqBBrAt ers 1T niapashownegt oing wDCLf fofoll
BSBA, “Small Busines-Adhinwi s t me tiederal Repigtebai 14524 862November

13, 2017. An applicant under common control with one of more licenses must submitanegtiest to the SBA, and
the initial licensing fee, to be considered for a license and is exempt from the requirement to submit a MAQ unless
otherwise determined by the SBA in its discretion.

20 A control person is generally defined as someone thighpover to direct corporate management and policies

21 General partners in most private equity and hedge funds are compensated in two ways. First, to the extent that they
contribute their capital in the funds, they share in the appreciation of the assetsl, 8exmpoharge the limited

partners two kinds of annual fees: a percentage of total fund assets (usually in the 1% to 2% range) and a percentage of
the fund earnings (usually 15% to 25%, once specified benchmarks are met). The latter performancdiéee is c

“carried interestand is treated, or characterized, as capital gains under current taSadéfS Report RS22717,

Taxation of Private Equity and Hedge Fund Partnerships: Characterization ofe@@dmnterestby Donald J. Marples

285 BA,
contentapplicatiorforms

“SBIC Management Assessment Quest ihitpa/mwaw.sbagod nd Licens

Congressional Research Service 5
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the interview, the Investment o Comunastypereo wiodeed at o
“Gr e e n”lLleitgthetr forihphloyciendvittoi tge final I icensing
process

Once palni caapnt recei ves a Green Light letter, t he
raise the requisite privatekeepstah. tPDwmwchngitihi d
applican8BIl €Condact,hsanngd cplraosvsiedse s "?Fuiinddndd ceasnsnagd
occurs when the SBAcompdettse adn cempliinggamtppl i cat i
updated SBA Form 2181 and complete SBA Forms 218
raising sufficient prieatseée ngapmieSe2elni0dalnh di nEnogi ve s
aSBI C Ifiocre ntshee f i tr a8 ks atéxei imgnio tm 8 In st lhifeny oMl Q |
submitse iltahtee s s %2 nc e

As di sbceulsosweaw ap
progr aema,1t laynds f a g

The e gibility requirements and a
assis nce fromtah@SBHQGL[s provided

plications for the mpasttimempating
ti 8BI1 €e are no longer being acce
11 pplication prc
t a in

SBICapital Investment Requirer

Debent ure SBICs

P.L:69®%6thorized the SBA to select companies to p
purchase debentur e sprforvoind et haodsdei tcioompaaln ifeusn dtso t o i
businesses Initially, debenture SBICs were requ
least $300,000 to participate in the SBIC progra
DebenStBllfss e now hegeimnegriotmenatcta pifiétaasii 1ilnivoens
(called r e g?UTlhaet oSrByA chaapsi tdails)c.r et i on to license an
capital of $3 million 1if the applicant has sati:s
viable businesrsojplcatn nrge apsroonfaibtlayplpe operations, a
for achieving regulat @Aty k3alp% doall e boefn faur el eABItC $ 5
regulatory amdilteaade mugslta choamme  f iodmi at ésd wi t h t he
manmgamd unaffili atAlds ow,i ttho emarhe oisthaem gl % tofr ya ¢
capital may come from stfate or local government
2SS BA, “ S masslhvesBnent Companidsd mi ni s t r a tFéderal Ragisteb21 0, Noverber 13,

2017.

24 The final licensing fee is $20,000 from December 13, 2017, to September 30, 2018; and is scheduled to increase to
$25,000 from October 1, 2018, to September 30, 2019; $30,000 from October 1, 2019, to September 30, 2020; and
$35,000 from October 1, 202@, Eeptember 30, 2021. The final SBIC licensing fee is in addition to the initial SBIC
licensing fee (currently a combined total of $35,000). Beginning on October 1, 2021, the SBA will annually adjust both
the initial and final SBIC licensing fees for irtilen. See ibid., p. 52185.

3BA, “SBIC Program: Fiscal Year Dat httpst//oww.shalgeaitiped r i od endi n .
2018hov/16fiscalyeardataperiodendingseptembeB0-2018

2613 CF.R. §107.210.
2713 CF.R. §107.210.
2813C.F.R.8107150
2913C.F.R.8107230

Congressional Research Service 6
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Participating Securities SBICs

P.L.366@2 he Small Business Credit and Business O]
(Title TV, the Small BusingssauEdwirt gednhdec SBAn t
participatPianrgt isceicpuartiitni ge ss.e cruerfietrireesdy,p eeeqsueietdye & ma & §
issued by SBICs in the form of |l imited partners't
interest payable only to the extent of earnings.
In 1994, the SBA established th€ BBPL Perticipat
encourage the formation of participating securit
startup and earl yl hset SBeA ssmalalt eldu s thee prsoOsgram t o
investment gap created ’sbyf otchuesa SoBnl-{maitdlded esnmarlrle pr c
businkbkes eSBA stopped issuing new commitments for
2004, begdawnsd ntgo aepd ot he pPogram, which continue
The SBA stopped issuing new cpmmmamehyt sbdoauypart
progexapmerienced a pr ojdeucrtiendg 1tohsess avafre IS$yt2 mx7th GbGisl il 1 o n
technol ogy ssttaargteu ps manldl ebaursliyne s s e sastl dshta t mu d meo f
ThEBA foundethaees payable by SBICs for participa
sufficient to cover the projected>hke $BAses 1in
continued to honor its existing, cowolwmrtiments to g
allowed to continuscopecatwenesr B@wE€sed, tohe omp
special rtules concerningBMmimamuoendiceagu itt¥y ,i nl vieqsutiic
In recent years, some Members have expressed 1int
new program modeled on certain aspects of the S
businktsses

30U.S. Congress, House Committee on Small Busiri&sgte Equity for Small Firms: The Importance of the
Participating Securities Prograni0d" Cong., ® sess., April 13, 2005, Serial No. 229 (Washington: GPO, 2005),
pp. 5, 33.

31SBA, “Offering Circular, Guaranteed 4.727% PaP3 icipating S
20091 0 Rebriary 19, 2009t https://www.sba.gowbntentsbic ps200910-cusip-83164tepa

8213 C.F.R.8107.1500. A SBIC that wishes to be eligible to issue participating securitiest have regulatory capital

of at least $10 million unless it can demonstrat-e to the S
term with a lower amount, but not less than $5 million. 52€.F.R.§107210. It must also maintain didient

liquidity to avoid a condition of “Liquidity Impairment, ”
divided by total current funds required) of less than 1.2.13€2F.R.8107.1505. The only type of debt, other than

leverage, thn a SBIC that has applied to issue participating securities or have outstanding participating securities is

permitted to incur is temporary debt. Temporary debt is defined astshorborrowings from a regulated financial

institution, a regulated credibmpany, or a neregulated lender approved by the SBA for the purpose of maintaining

the SBIC’s operating liquidity or providing funds for a pa
borrowings, not including leverage, may notexcee5 0 % of a SBIC’s leveraged capital, a
be fully paid off for at least 30 consecutiveatyays during
debt for 30 days. Sek8 C.F.R.§107570. A SBIC issuing participatig securities is required to invest an amount equal

to the original issue price of such securities solely in equity capital investments (e.g., common or preferred stock,

limited partnership interests, options, warrants, or similar equity instruments)3 £c€.R.§107.1505.

33.S. Congress, House Committee on Small Busirggscommittee Markugf Legislation Affectinghe SBA Capital
Access Programd 11" Cong., F sess., October 8, 2009,bc. no. 11050 (Washington: GPO, 2009), pp. 7, 10, 11,
187194, U.S. Congress, House Committee on Small BusiegsCommittee Hearing on Increasing Capital for
Small Businessl 11" Cong., ¥ sess., October 14, 2009, H.Doc. no.-DE1 (Washington: GPO, 2009), pp. 1, 2, 40,
98; andU.S. Congress, House Carittee on Small BusinesSmall Business Financing and Investment Act of 2009
report to accomparkl.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315(Washington: GPO, 2009),
pp. 3, 4, 1012.
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The SBA is m@g hewgemommmi tmients for participating
participating securibteiccasuhsBeBT C$ ebveanwget h.e mmr 6 mie at
As Joud0 92 0her e2pvarrtei ci patingnsde¢dher SBIlisHNHIBWECa m

million in outs*Pamdiegpadp intaarkee arterhinitvsieckesd S BI C
regulatory capital of at least $10 million. The
in regulatory capitalthdt thtt ddawcems ei tamc ida lmbn s
term with a | ower amount. In this c¢circumstance,
t han $5Amil30a%@o.Harticipatismggudadvoirtyi andSBlk@er a
capitale mitshmecoommadpli ¢ i at é&sd mmintahg atdheen nfaufnfdi 1 i at e d
with ea%Al sothaw mornSBlisGar gid % twfiy capital can ¢
local government entities.

Impact Investment SBICs

On April 7, 20ddd thewd8BAecsnabunshing a $1 billi
initiative (up to $150 million in leverage 1in F)
year thereafter untlildce¢eheedimmpacts rTeechttdont SBE
invest at least “WBWchftahget fArmamcofigsritical 1
underserved markets and communitie¥®Theseng barri
areas initially includedmhmusihessegéabodefedednbsr
the education sector® I mpmd tt hien vcedsetanmernetq eSrBelgCdss € o t b
a minimum private capitadndnaecetmebicotf B0 (kast
as debentconmieB8B8ItCse source of the funds.
Initially, an impact investment SBIC could recei
2013, the SBA announced that it waismpactreasing t
investmento SBI®0 million

¥SBA, “ S BI (FisdalrYeagDRata for the period endihgne30, 2019,  hitps://www.sba.gowalfticle2019/

augll5/quarterlydatajune-30-2019 There were 149 participating securities SBICs at the end of FY2008, 127 at the

end of FY2009, 107 at the end of FY2010, 97 at the end of FY2011, 86 at theFe¥2DA4P, 63 at the end of FY2013,

53 at the end of FY2014, 46 at the end of FY2015, 41 at the end of FY2016, 33 at the end of FY2017, and 25 at the end
of FY2018.

3513C.F.R.8107.210.
3613 C.F.R.8107150.
3713 C.F.R.8107230.
38SBA, “Impact I nv athtpsyvww.sbd gogltestefaultfiles/iles/”

Impact_Investment_Call_for_Action.gdindSBA, Office of Congressina 1| and Legislative Affairs,

with t hduy3d3p20lbor , ”

39 The SBA defines underserved communitiesossdr moderate income (LMI) enterprises located in LMI Zones, as
defined in 13C.F.R.§107.5Q qualified low-income community investents (QLICIs) located in lovincome

communities (LICs), as defined by the New Markets Tax Credit (NMTC) program@R2R.8§1.45D-1(d)1;rural

business concerns located in rural areas as define@.iR.R.8§4290.502; andsmall business concerftcatal in
economically distressed areas (EDASs), as defined by Section 3013 of the Public Works and Economic Development
Act (PWEDA) of 1965, as amended, 42 U.$8161

“YSBA, “SBA Announces $50 Million Increase Match in it
I mpact Invest ment hipsa/ivdw.sba.goeontentsb@annodneesG million-increasematchits-
sbicearly-stagefund-and70-million-bumpits. Also, effective October 1, 2014, among other changes, the SBA
eliminated the progr panfiscalyearlevdragercap; ddded advanced marufaatuiing to the

list of eligible sectors; provided eligibility to businesses that receive Small Business Innovation Research or Small
Business Technology Transfer grants; and permitted, through Decen®fdr] existing debenture SBICs to apply to

opti nt o the program if they feet SBAg pPpSBAr Empandsqimpement sy

Congressional Research Service 8
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Ni nimp a ¢ t inveswtment (it SWBhc2@l 1, towien i12n0 12400l 2i,n
20]5and t WhAsi mo f2 (Sle2t08lmbtehre y3 Oma na § Oidhi Imbir en tthman §
assets and h8ld mad Ve thnkd¥nl8)s siienspnavcets & BrleGist i nvested
$1 68mi 1 1 B3 &mmailnl b sinesses

On SeptemberS BAr,o v2i0dle7d, ntohtei c e ttoh aptr oigr aww usltda kneoh ol
accrepawpplicationsimp dicrbvee s& Billelictems ed after Novembe
The SBAnndswcewdstlwat hdtr awing a proposed rule, p U
that woul d ihmpvaec tp rionwiedsetdne nt i StBd ICe bemwerfages qualif
private equity fund managers witlraogfddwes on s oc
SBA indicated prhapa d&dibt icoomwatal ‘hobfe ntehdemtiieorn ¢ hr a4 h e

ben e*Tihtes SBA also indicated that few qualified S
progr am, and that man ywoouflpda hhtaswper oagprpalm ed t o t he
“regardless of the existenc® of the [impact inve

Ear btyage sSBI C
On April 27, 2012, the BeBetalRegistet s 6 hb HS s hiFinlglaido m ul

early stage(®BItCoi$HijF0Oamilvlei on in leverage 1in FY
leverage per fiscal year*®Ashememtfitemetdnep riSdBvAt chwes 11 yi
is no longer seekiemg Inye w taapgpel iScBal nCt si nfictri atthiev e .

Early <tsaargee q8 Bt ed to invest at | esdgatgeSQ@%adfl t hei
businesses, defined as small]ll businesses that ha-
operations i*l namy cfoigsndali oyne aorf. t he thmegnhtesr irni s k a
early stage tshmea liln ibtuid¥%trivwes aidncnleuwd er e gul at ory pr o
to reduce the r1risk that an early stagé SBIC woul
recovery prospect¥Fohopkd,mae de F g urketqaugieraciid8 ketCos

more 71 e gul(aatto rlye acsatp h$a2a0l dnei bl el,ni tounmpa SBIICsve st ment S
least $a&ndi phronyjpatiatg keaxzut i$ b @aslnsiSoBIlIsiCusbnj)e.c tT h e

September 25, 2014, lttps://www.sba.goaboutsbasbanewsroonpressreleasesnediaadvisoriesthaexpands
impactinvestmentfund.

41S B Almpatt Investment Fund Grows Threefold J a n u a r http&:/fivww.sbd.gbwontentimpact

investmentffund-growsthreefold and S BA, * S Bitp§&/wibn.shaegovundingprogramahvestment

capital#paragraptl.

“2SBAOf fice of Congressional and Legi s | Recembes202018.ai r s , “Corre
BSBA, “Small Business Investment CleetephRedisteR687%4, JuBell,) ; Early S

2018 Impact investment SBIC applicants would have received a 60% discount on the licensing fee and a 10% discount
on the examination base fee. They also could have simultaneously applied as an early stage SBIC nottsaisgtt to

and timing provisions identified under 13 C.F.R. §107.300. The proposed rule also imposed certain penalties if an
impact investment SBIC did not adhere to its impact strategy or impact investment SBIC rules. See ibid; and SBA,
“Small Busiment EampanylPriogrammp a ¢ t S Belle€akRedisteB6665676, February 3, 2016.

“SBA, “Small Business Investment ChketgahRedisteR687%, JuBell,) ; Early S
2018 The SBA indicated that due to the risk associati¢ldl this class of SBICs the proposed rule was expected to
increase the cost to all SBICs by increasing the annual fee by approximately 6.1 basis points.

%5 |bid., pp. 26874, 26875.

®SBA, “Small Busines s—Hanrvleys tSnteangtfeedERaliREgisteR5M3 s25050April 27,
2012.

47 |bid., pp. 2505125053.
48 |bid., p.25043.
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ruary 4, 20l4andafedbrpakeyp22aRde¢by

veE OIhevesftumdhsapppl i ed to partwegeammedmrtlye pr o
age SB¥As loifc eSnespet. 8, mbtehre 3f0i,ve2 Oclarl y S5sit.a3ge SBI Cs
l1Tion in pri viaddmilb aomi tigamla,8 BrAet ceegidvhéhdd mBIr laige n

onudti sntga ¢ o mmi t me $26 B Mmi lalnifo ns mvared & ts b dhi .08
early stage 4S7Bdidsl Biganmmeiknt e 0¥ $i nes s es

On Septembthel9BA2Pndobtliicseh eodf apr opokFederal emaking
Rgi swleirc h ipmrcolpwdiesddt goe stahrel y st ageti @BBlk€e mat er i al
i mprovement s atnéd tt threa ¢ptr omgaraem qual i fi®Hhearly stag

to specidblutdiom rules to require pro rata repayma
distributions of profits to tahrper o vi dlecdwelreasgse [ n
(up to 100% of regulatorntshamaplictbaela,d up B SBitIClpiad n nr
securitfep SBIZTOE0% of Hegnulldtiomy maap imtuSal pefF 1 SBI (
million for two or more SBICs underup otmmmon contr
200% of regulllantiolrlyli ocna)pmatxai lmu nf§

On May 1, 2012, thae nSHehdegprudlla Rehgids tae mfpitriscte annu a
cal vefiomre capital fund managers ctemmsseubmiatr ]l ayn s a
SBI“T.hitrhiyee venture capitabpphndstsabmmatedi ptlt s ]
these materials were examined and interviews hel
that 1t had 1issued GfermalLl g miton V'feitlter glsitcheen ssei x f t
appl isd®ation

The SBAecondththnddhutTtbmecal [ s for venture capit a
submit an application to become a licensed earl)y
Feb

F

s

m

i

49 The deadline for completing the festep application process for applicants with signed commitments for at least

$15 million in regulatory capital and evidenatheir ability to raise the remaining $5 million in regulatory capital was
July 30, 2012. The deadline for all other applicants was May 15, 2@plicants must first complete a Management
Assessment Questionnaire (MAQ), then, if invited, complete tenview process, then receive a Green Light letter,

and, finally, submit the SBIC license application, consisting of SBA Form 2181 and SBA FornE2#82BA “ S ma 1 1
Business Investment CompanieE a r 1 y St a gkedeflBRedi5teR577525779, May 12012.

SBASBA’s Growth Capital Program Sets Record For Third Year
Businesses in FY12athttps://www.sba.gv/contentsbasgrowth-capitatprogramsetsrecordthird-yearrow; and
SBA, “The Small Business Investment Conpp20aty (SBIC) Program:
https:/www.sba.gogitestiefaultfiles/files/SBIC%20Program%20FY%202012%20Annual%20Report.pdf

51SBA, “Small Busines s—Hanrvleys tSnteangtied€ERalRiyistar496854913, December
18,2012; SBA “ S ma lIs$ InvBstment Gompanies a r 1 y St a gkedeRlBRediste6665, Felfuary 4,
2014;SBA, “Small Busines s—FHanrvleys tSnteangtedEtallREgister, 18¢ 5 pfl 3, 2014

SBA, “Small Busine ssEalrnlvye sSttna8@icedefiiHRbgiptar,375 1679 January 12,

2015;an8S BA, “Small Bus i ne s—sEalrnlvye sSttnaegheedetiiBRbgipter, 5085684,

February2, 20%6.

2§ BA, “Small Business Inve s FedetahRegiseb4adg, Marchel@01% andd 8BA, St age , ” 8

Of fice of TInnovat i oSBICEarlydStagennnevationfPeograni httsstl/vimev.sha.gosites/
defaultfiles/articlesOll_Early Stage_Slide_Deck_January_2016.pdf

8SBA,Of fice of Congressional and Legis | Becembec202018airs, “Corre
SBA, “Small Business Investment 81lbedepahRediter640766B@0,C) ; Early S
September 19, 2016. The proposed changes were based in part on feedback received on an earlier, advance notice of

proposed rulemaking. See SBA, “Small FBdesaliRegisteld034,nvest ment C

March 18, 2015The proposed changes would have allowed early stage applicants to apply at any time, similar to other
SBIC applicants, instead of only during limited time frames identified ifréueral Registefwhich the SBA has

published on an annual basis since 20aRywed early stage SBICs to obtain an unsecured line of credit without SBA
approval under specified conditions; allowed an application from an applicant under common control with an existing
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BA at tihnadti cthismted, nt i on t o comwmmidn mdfsityheta ri ni t i ativ
t erm.

As menpriowngad®BBystopped accepftoirhg ne®8Bipptagetio
initi@da®ilfne adadntlwme tlle, vSIBOAR & rSeewp ttehneb e r 19, 2016
propostelda tr uilcl uded provisions designed to encou
init®ative

Ke¥eatuResgudfar SBIC Types

TDEQH ovides five key fewdabeSBELCspa mtgiud ispha tnign g h
secufSBt,Cmpact investamantt aIBlCstage SBICs

X the minimum amountbbdionapiltlatenequired to o
the amount of SBA leverage that can be recei
the nature of the investments provided:;
a description of the r&quiervemeamngtess; famrd repayi

X X X X

any profit participation requirements.

Table 1.Key Features ofthe 6% %$-V '"HEHQWXUH 3DUWLFRRDhacQJ 6 HFXULWL
Investment Debenture Programs and Early Stage Debenture Initiative

Participating
Security SBICs Impact Investme nt  Early Stage SBICs
(no longer SBICs (no longer (no longer
Program accepting new accepting new accepting new
Requirement Debenture SBICs investments) applicants) applicants)

Private Capital $5 million minimum  $10 million minimum  $5 million minimum  $20 million minimum

SBA Leverage 200% of private 200% of private 200% of private 100% ofprivate
capital up to $75 capital up to $¥5 capital up to 475 capital up to $50
million per SBIC or  million per SBIC or million; limited to million
$350 million for two ~ $350 million for two ~ 100% of private
or more SBICs or more SBICs capital during any 12
under common under common month perioct
controla control

Investments Broad range of Broad range of Broad range of equity Broad range of equity
equity investments  equity investments  investments but investments; at least
but generally later generally later stage  50% in early stage
stage and mezzamin and mezzaninet small businesses (no

least 50% in positive cash flow in
underserved markets any fiscal year prior
and communities to first financing)

facing barriers to
access to credit and
capital

early stage SBIC that has outstanding debentures or debenturemi t ment s ; and increased the 1in
leverage commitment of 100% of regulatory capital or $50 million, whichever is less, to 100% of regulatory capital or
$75 million, whichever is less.

$5SSBA, “Small Busine s(SBIC)EaleStagenitiative, "¢ Bedepah Registe84075

September 19, 2016

%®SBA, “Small Business Investment CledgpahRedisteR6876,9ua1d,) ; Early S
2018
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Participating

Security SBICs Impact Investme nt  Early Stage SBICs
(no longer SBICs (no longer (no longer
Program accepting new accepting new accepting new
Requirement Debenture SBICs investments) applicants) applicants)
Leverage Interest andSBA SBA paid interestto  Interest andSBA Standard: 5 years
Description annuakharge bond holders; SBICs annuakharge payable interest reserve
payablesemiannually only owed and semiannually through required, interest and
through maturity repaid SBA out of maturity SBA annual charge
profits payable quarterly

through maturity OR

Discounted: interest
and SBA annual
charge discounted for
first 5 years plus the
"VWXEp SHUL
interest and SBA
annual charge payabl
quarterly thereafter
through maturity

Profit None SBA typically None None
Participation received about 8% of
any profits

Sources: U.S. Small Business Administrat{®BA) Office of Investment and Innovatig®ll) “~(DUO\ 6WDJH 6PDOO

Business Investment Companigs - D Q XD U\ 86 6PDOO %XVLQHVV $GPLQLVWUDWLRQ °
DXWKRU p 0D\ U.S. SmalDBRI®ess Administrafios %$ $QQRXQFHYV OLOOLRQ ,QFUHDVH 0O
SBIC Early Stage Fund and $70 Million Bump in its Impact Inves)e@tG p -XQH DW
https://www.sba.goebntentsbaannounces0-million-increasematchits-sbicearlystagefundand70-million-

bumpits.

a. Alicensed debenture SBIC or a licensed impact investment SBIC in good standing, with a demonstrated
need for funds, may apply to the SBA for leverage of up to 300% private capital. However, the SBA
has traditionally approved a maximum of 200% of private capital. Also, a debenture SBIC licensed on or
after October 1, 2009, may elect to have a maximum leverage amount of $175 million per SBIC and $250
million for two or more licenses under common control if it has invested at least 50% of its financings in
low-income geographic areas and certifies that at least 50% of its future investments will bercdove
geographic area®.L. 114113 the Consolidated Appropriations Act, 2016, increased theltiple
licensa/family of funds limit to $350 million from $225 million. The act did not addressibkiple
licensa/family of fund limit for financings in lovncome geographic areas. Presumably, SBICs would apply
the $350 millionmultiple licensg/family of funddimit for all of its financings, including those in {owome
geographic areas.

SBIC Investments in Small Bus

SBCs provide equity icna pviatrailo utso wsanyasl,l ibnucsliundeisnsge sb

purchasing small business equity securities
limited partnership interests, membership 1in:
or j otiuwrte vie¥nt er es t s ) ;

5713 C.F.R.8107800. A SBIC is not allowed to become a general partner in any unincorporated business or become
jointly or severally liable for any obligations of an unincorporated business.
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X making loans to smal./l businesses, either 1nd
other private or public lenders® that have a

X purchasing debt securities from small busine:
or have rights to purchanmnd, equity in the s m

X providing s malbljebusitme gaani g nateonetf their mon
obligationsndéto zvsedaitadtred with the SBIC

SBICs are subject to statut otrhye amadthwreag udfpp oo ve d e
investments. For example, SBICs are not allowed

X directly or 1indirecttlhya spsroocvii adtee sf i(nea.ng.i,n go ft foi ¢
directoryec®dnd empl o
control, either directly or ind%®rectly, any
invest, without SBA approvatlheimowat e¢ han s pec:
(regulatory) capital in securities, commit me:
business (e. g., SBICs are nhtpralvlacdwed to 1inv.
capital in anythmawvsmalme nlhuspilmens si nicfl udes t wo
tiefSBAofFe Perage);

X invest in farmland, unimproved land, or any
Major Group 65 StRexmdarEdtlancdys OHCalheCl assi fica
Manual, with the exception of title abstract
brokedsmadagers ;

X provide funds for small businesses whose pri
directly or indirectly providing funds to ot
factoring, or leatsdmmp kagwuilp mewintth omo apd ®wnigs i or
maint eoma mw®erair ;

5813 C.F.R.8107810; andl3 C.F.R.8§107.810.

5913 C.F.R.8107.85. Debt securitiesra instruments evidencing a loan with an option or any other right to acquire
equity securities in a small business or its affiliates, a loan that by its terms is convertible into an equity position, or
loan with a right to receive royalties that areleded from the cost of money.

6013 C.F.R.§107.80.
6113C.F.R.8107.730

6213 C.F.R.8107.865. The period of time that a SBIC may exercise control over a small business for purposes
connected with its investment through ownership of voting securitiessgaarent agreements, voting trusts, majority

representation on the board of directors, or otherwise 1is
control was initially acquired, or any earlier date specified by the terms of any investgente e me nt . > Wi t h t he S
prior written approval, a SBIC “may retain control for suc

complete divestiture of control or to ensure the financial
63 A tier of SBA leverage equals the amounta8 B 1 (rivate ¢egulatory capital. A SBIC approved for less than

two tiers of SBA leverage must not invest more than 20% of
plan contemplates one tier of leveeagnd no more than 25% of its private capital if its plan contemplates 1.5 tiers of

leverage. Se23C.F.R.§107740; and SBA “ Ame r i ¢ a n Rénvestmenkctrof,2000:dndplementation of

SBIC Program Changes, atingassotateadmifiistratanforHnwastment, tH AllsSikalln s ,

Business Investment Companies (SBICs) and Applicants, May 4, 2@R9, p.

6413 C.F.R.§107.720.

6513 C.F.R.8107.720
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6613 C.F.R.8107.720 A SBIC may provide venture capital financingdisadvantaged¢oncernsngaged in relending

or reinvesting activities (except agricultural credit companies and banking and savings and loan institutions not insured
by a federal agency). Without SBA approval, these financings, at the end of the fiscal year, may motlexca S BI C’ s
regulatory capital. A disadvantaged concern is definedsatadl business thag at least 50% owned, controlleshd

managed, on a dag-day basis, by a person or persons whose participation in the free enterprise system is hampered
becaus®f social or economic disadvantage

67 The SBA has a general interest rate ceiling of 19% for a loan and 14% for a debt security, with provisions for a

higher interest rate under specified circumstances. S€eFLR.§107.855. A SBIC is allowed to collea

nonrefundable application fee of no more than 1% of the amount of financing requested from a small business to

review its financing application, a closing fee of no more than 2% of the amount of financing requested from a small

business concern for @adn, charged no earlier than the date of the first disbursement, and a closing fee of no more than

4% of the amount of financing requested from a small business concern for a debt security or equity security financing,

charged no earlier than the dateld# first disbursement. A SBIC is also allowed to charge a small business for
reasonableowdtf-p oc ket expenses, other than management expenses 1inc

application. See 18.F.

R.8107.860.

68 SBA, “Small Business Westment Companies64 Federal Registe5264, September 30, 1999

69 SBA, “Small Business Investment Compariie} Federal Registeb264152646, September 30, 199MI Zones

are areas located in a HUBZor@® Urban Empowerment Zone or Urban Enterprise Community designated by the
Secretary of the U.S. Department of Housing and Urban DevelopaBuiral Empowerment Zone or Rural Enterprise
Community as designated by the Secretary of the U.S. Departmenticfilage an area of low income or moderate
income as recognized by the Federal Financial Institutions Examination Caurecdounty with persistent poverty as

classified

by the U. S. Depart me ntSeeb3C.F.R§IO7A5@ ul t ure’s Economi

S BA, “F oBackgr@hddnformation on Low or Moderate Income (LMI) Debenturés a t
https://www.sba.gowbntentiow-or-moderateéincomelmi-debentures
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FY2OIBS C0 9mavdees tbme nt s 1in s mal LMbugpbpness ¢t hodca
af D pi l Faboludt% 60f t he totad amount invested

2P0.0L7.51 4400 Ehedgdependence and, SewtuhatiyzAd tt od
fmer gy Savisng hlze bpeurnr tpwors'®en eorfg ynakai wmigng Qual i fied
ves fdnefmit 3ed 1 ni ntvhees“iamcetn tassmaalnl business concern
gaged in researchingprmapdbagtcunsi,ngoodsyeloaopisrt
duce thasumpt aem eovfa bl en ¢ n@Engeyr gy sSOauwicregs Debent
rset ructured as a di sMIldahe¢nddbbas tewraenpd iemi It chre rteo a
interest paymmeanlt sc hoarr ghB K eoary et ahres foifr stthe, Ener gy Sa
plus the stub per fsod sbseutaweceen dtahtee daenbde ntthuer ene xt M
payment date

[¢]

I T T e T R o S
o5 B «»w B

Leverage

Leverage Drawdown

ASBlaGplies ftor tthien SmBcAilaelv earsasgies)t'SaBnAc et hadi t i onal
commitment to reserve "Aos pehse ffSuB I oo ke .of 1 ever
applicatioaSBIsC adprparwosveddoown the |l everage as 1t ma

The SBA accept sf rdorma wS BalpCpsl itcwaitcie® BadA mepmptrlo.v e Wh ¢ th et h
dr aw, it 1issuesaSaBIpC y(nteanltl evdo uacnh earp ptrooval notice)
s a term of approximately 60t oadyrsa va nfdu npdrso voi nd eas
ily*basis.

hers and sold to the puwmbhitdh,s 4§ eprchc Mag cthhatn do c

h
d
A denture is executed in conjunctbiaoml lwd ¢ the & ale h d
t
0
SeptemDPwemrilng the interim period, the bank charge

he wWhBiAch providesoinhen8BBEGdebegt ure can be po
t
e

Rate (LIBOR), plus ™ 30 basis point premium.

The SBA determines the size of the debenture poo
dae. All of the debentures scheduled to be poole
called the Investment Trust which i1is managed by
pooling occurs, the SBA signsabh alkeceemeateswithn
principal payments due on each of the debentures
of debentures and i1issues new securities called t
“NSBAOf fice of Congressional and Legislative Affairs, “Corre

72p.L. 110140, the Energy Independence and Security Act of 200708 1Rnergy Saving Debentures.
7313 C.F.R.8107.110.

“SBA, “Draw Appl i c httpsi/femw.sbargedoaumentiiolicyguidance—drawapplication
instructions

BSBA,“ Of f e r i n g986(840;000GUaranteed 313% Debenture Participation Certificates, Series SBIC201

10A, March 12, 2019p.8, athttps://www.sba.gowatticle2019Mmar/3/sbic201910acusip831641fm2. The SBA

is required by statute to issue guarantees “atsugheriodic 1in
shorter intervals as it deems appropriate, taking into consideration the amount and number of such guarantees or trust
certificates.” See 15 U.S.C. § 687 m.

76SBA, Cdmmitment Instructionsviemorandum of Instructionspplication for Commitment of SBIOebentures,
p. 7,athttps://www.sba.godocumentolicy-guidance—commitmeniinstructions
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u certi f itchaet epsu btldinci anfatrektenptn g c¢nrcul ar 1is 1 s s U
r

t
he tlasvta iclearbtiilfiitcya,t eeshe ter ms of the securit

]
t
ey ca

!—POFP

r e
f t
h n Be purchased.

he SBA operates thesubBidypbepupsgmidns @ xpemses s
efaults occur, the SBA is authorized to charge
nfdor peaarcthi ci pating security issued (1% at c¢commi
o exceed 1.38%4f6da fbab emtruriesi pand nlg. securities
hich i1is fixed at the time of the Il everage c¢ommi
eebate adjus®ed annually.

g e o

Debent urlke $d88ddge Requirements

A 11 cdeenbseeRitBU1ICo od gt anding with a deanpmlsy rtad etdh ene
SBA for finanwecirdgadgdiepssosB@OGWeofl eHowpvrdwv,attehe aPB A
has traditionally faprprao vmax idembmtnd iir20 BWil Cast e cap
no fund management team may exceedothhii® allowable
million pe&rSASBlI Coando$ two or more® licenses unde

Debenture SBICs obt ai n -glueavrearnatgeee df rdoenb etinlst ¢u rsea lpea rot f
certifigatneant8BA debenture participation trust
years, although osglipramd ecut dtedbrditmg eSBPArticipa:
a term exceand nagl 11 Or eycnegnsts hpauvbel iscp eocfiffeffeid a ter m
Debenture SBICs are required to make semiannual
semiannual paymeatnsuoah ¢her §$8A and a lump sum pr
investors at maweudr ittoy.pifSeBalaCpn $aldAd addbent ures wit
Howeverguar8BAeed debenture must be prepaid 1in
prepaid on a semiannuad opaymemt(dnteredhe debent
mar ket iomsdiand theyd@rteasasty satcaraff i 6 at t he t
Al s o, as mentioned previously, LMIfidebacpmtawrrses ar
10 years (plus the stub period).

Because the SBA gyaidiantsdortshardecamdebemtawkel y t o
parti dirmattitdanSi optpoosed to others available on th
likely to accept a lower coupon (inteisest) rate
“7To view recent SBIC debenture offering circulars see SBABI C DeO®fefnd ruireg Circulars, ” at.

https://www.sba.gowfrticlezortBy=Authored%200n%20Datesearch& articleCdegory=-Offering%20Circular%20
%20Debenture@rogram-All& page-.

7813 C.F.R.8107.1180; and13 C.F.R.8107.1210. The annual fee for debentures at the time of the leverage
commitment in FY2019 i6.094%. The annual fee wag82%in FY2015, 0.672% in FY2016, 0.347% in FY2017,

and 0.222% in FY2018. The participating securities program is no longer issuing new leverage commitments. See
SBA, “SBIC Pr ogr a mttps:/Amw.sba.godoCumenisupportobjectobjectannualcharge

7913C.F.R.81071120; 13C.F.R.8§107.1F0; and SBA, “American Recovery and Reinve
I mplementation of SBIC Pr ogrnsnctidghAssaciate Admihistraterfot e r fr om Harry
Investment, to All Small Business Investment Companies (SBICs) and Applicants, May 4, 2009, p. 1.

80 One debenture has a term of 10 years and 29 weekS.Bee, “ Of fer i ng Ci,Guamahteed , $
2.829% Déenture Participation Certificates, Series SBIC2016 B, ” Se p t e rhtips:fwwi.gsba.go? 0 1
contentsbic201510-b-cusip83164 1feO.

8113C.F.R.8107.5Q and13C.F.R.8107.1150

1,192, 23:
5, at
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guar #As ee thkhesuIBLC prodBdsi amhams etso aventure cap
reducceoss ti tosf raising additional financial resour

Because debenture SBICs are required to make ser
and semiannutahe P8 Bafmennutasl ocnhar ge, theyomend to fo
mi-dnd dtagga small businesses that have a positiyV
cash flow have resources available to mdke payme
interest payments or dividends. In many instance
seeking ecxappairfsailo nf.or

Participating LSeevcewrraigtei eRsesqSuBilr(é me nt

Al t hough the SBA is no longer sssurnginsesw ¢thbmmBt
aut horized to accept an applicatstfon feeomrhgeenf€§e
to 20t0W@ moifvat ¥Alcsng,i falhd management team may eXxce
maximum amoumth ID fmilpedicosmrRBBGMAa hdi §n for two or mo
licenses under common control

Participating securities SBbh@y aobrteidnpdrke-cepagd
securities. The SBA pooled thgoaer prtreaddg iparttiingi B
securities certificates, representing an undivic
public offerings. SBA participating securities n
public offerings had a specified a term of 10 ye
Theweedd public offfiariamgscadf pA3BAicipating securit
start of the participating securitifisnplkogram, a
SBaAauaranteed participatinigl beemyrihadsaceetmfocta
was offered to investors on February 19, 20009, v

2.0 6% .

SBIC participating securities certificates provi
ividends oakprefiterest son an income bond, or a
mited partnership equal to a specified i1interes
incipal payYAmanmt izt pmatmgi spgcuritiesr  SBdICyis ol
y mé&onntlsy t o the extent it has suffiP®ddent profidt
rticipatinigs semwabliditte BBH&L any required payme
ymentbseshnl f. Because st awstiumpe sasneds emfrtleyn saraeg en st
ofitable, the SBA includedflfaewrg magg e iirnc uiltasr sp atr

Tt T T A
- oo o e

82 The coupon (interest) rate on SBA debentisdsased on the igear Treasury rat@djusted to the nearest 1/8f

1%) plus a markedriven spread, currently about-B0 basis poits. Seel3C.F.R.810750;, and SBA, “Trust
Certificate Rat es: htpRIiwawdadoententrustecertificaterdtesshit-delenturgools

Thecoupon rate for theostrecent sale o SBAdebentureertificate, which took place on March 14, 200as

2.507%.

83U.S. Congress, House Committee on Small Busirgssll Business Financing and Investment Act of 266rt

to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009), p. 11.

8413 C.F.R.8§107.170.

8513C.F.R.8107.5500;andSBA “Of fering Circular, Guaranteed 4. 727% Parti
Certificates, Series SBH2S 200910 A, February 19, 208 pp. 7, 14, athttps:/www.sba.gowontentsbicps2009

10-cusip83164tepb

88SBA, “Offering Circular, Guaranteed 4.727% PaPSicipating S
20091 0 Rebriary 19, 2009. 2, athttps://www.sba.goebntentsbicps200910-cusip831641epha
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“anticipates that 1t will .bpea ycnaelnltesd fuopro nt hreo uStH InCes
early year ssuocth tSBeldClstidvxepse ciottfs t o be reimbursed [ Db
amount.supded its guarantee over®the life of a pa

Because the SBA guaranteed the ceratSiBfiiCcate, 1inve
participatieng secuificate as opposed to others ¢
more likely to accept a lower payments rate than
guar &ntee.

In adpgattiiomi,pating securities SBIIss tao ei nmwerset 1iink
startup and early stage small baparndss pathagaus c
secufSBfsCersequired quarterly payments to investor
investment . Becaus eBBICasr taircei maotti mwg qsuel awerdi ttioe smak e
payments, they ar@asmatbubagwagmepfocsmscoan for gr
profitability rather thanpositi tfslepwaspects for
As Joufdle 92,01t he SBA hadwmatgtamadnnhge uapaid princip:
$S1I13bi 1 1ion in SBWIMCI Hebentnr 8B] CSpardtlimdlplaitoinng s e

SpSrBiIfGa m 4 0°%Fihreg S.BA also had an &t standing

s
1

nt her,

illion in &B&EHidlelbiconnt uvirre sot her, pPrimarily SSBIC

o -

Impact Invest mentReSBliG@ elneevnetrsa g e

The SBA acbdlhlempact Investment 28tBAdCgdmigarneaas vef cr i
national pgiondeéeysenvéddmarkets and communities
credit a°%0d cJaupliyt a2l6., 2011, the SBA announced tha
lichaWeawarded to InvestMithigan! Mezzanine Fund

87 1bid., pp. 2, 3. Also, sed.S. Congress, House Committee on Small Busirsgate Equity for Small Firms: The
Importance of the Participating Securitiesdgram 109" Cong., ® sess., April 13, 2005, Serial No. 129
(Washington: GPO, 2005), p. 5.

88 The coupon rate fahemost recent salef a SBA guaranteeplarticipating securities participation certificatehich
took placeon February 252009, was4.72®6.SBA, “ Of f e r iGuarant€ed 4.¢2¥% Rarticipating Securities
Participation Certificates, Series SBRS 20091 0  Bepriary 19, 2009, p. 1, lattps://www.sba.gozbntentsbic
ps2009-10-cusip83164tepa

89U.S. Congress, House Committee on Small Busirgmss|l Business Financing and Investment Act of 2frt
to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009), p. 11

VS BA, “ S BI (FisdalrYeagDRata for the period endihgne 30, 20197  hitps://www.sba.gowalticle’2019/
aug/5/quarterlydatajune-30-2019 As of March 5, 2019, the six Specialized SBICs had private capital of $65.7

milli on. Of theseSpecialized SBICdive had no outstanding financings guaranteethey\5BA and one, witlprivate

capital of $49.4 million, had4D.6million of outstandingSBA guaranteedebenture borrowingSee SBA; Of f er i n g
Circular, $86,840,00pGuaranteed 213% Debenture Participation Certificates, Series SBIO2UA, March 12,

2019 p. 8, athttps://www.sba.gowatticle2019Mmar/A3/sbic201910acusip831641fm2.

9IS BA, “ S BI (FisdalrYeagDRata for the period ending June 30, 201%tps://www.sba.gowalticle’2019/
augll5/quarterlydatajune-30-2019

2SBA,“Il mpact Investment Small Busine p.4i,athttpsv/ewwmshagogttes/Co mpany ( “ ¢
defaultfilesffiles/Impact_Investment_Call_foAction.pdf

BSBA, “SBA Licenses First Impact I nvhitpsy/umevsha.goeonterdsbai n Mi chi g a1
licensesfirst-impactinvestmentfund-michigan Thelicense was dated April 25, 20IMlezzanine financing is a hybrid

of debt and equity financingndis typically used to finance the expansiorankxisting business. firovides the

lender the right to convert to an ownership or equity interest in the company if the loan is not paid back in time and in

full. It is generally subordinated to debt provided by senior lenders such as banks and venture capital companies.

Anothe license was awarded to SJF Venturesich has offices in New York, San Francisco, and Durham. It
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Licensed impact investment SBI Cs ma yt haepiprl y t o t I
private c¢apl7fmill,] iloinmi tlend atdod i$t i on, they may rece
mo r en tlh0a0 % o f t h ediurr ipnrgi vaantye feitaspctiadTatijhéed iSo s o b me t )
The S$SBAelahiimppact investment SBICs to a maxi mum
ap, twmpg75t ani 1 i on .

c
I mpact investment SBICs obtain leverasge in the s
t hrough tohfe SR muamtceed debentures with a term of
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reportedly will serve a licensing and oversight role and will not receive leverage from th& SB&BA‘chooses firm
with a cleartech profile as its nevet investment partnevwWashington PosMarch 8, 2012, at
http://www.washngtonpost.contfusinessin-smaltbusinesgbachoosedirm-with-a-cleantechprofile-asits-newest
investmenipartner201203/08/gIQAKgmMPzR_story.html

%4SBA St&rtUp America Impact Investment SBEPIAatitiative Policy
https://www.sba.gogltesfiefaultfiles/files/External%20Impact%20Memo%202002-26%20final.pdf and SBA

“SBA Announces $50 Million Increase Match in its SBIC Earl
Invest ment Fun dtps//wivwabagodntendb@aniouncesdd@ million-increasematchits-sbhic
early-stagefund-and70-million-bumpits.

BSSBA, “Small Busine s—sEalrnlvye sSttmegeedesiBRbgiptad 5043, Apfil 27, 2012.
% |bid., p. 25052.

9713 C.F.R.8107.1B1. The required reserve is reduced on each payment date upon payment of the required interest
and charges.
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Early stage discounted debentures are 1ssued at
five years of interest on the debenture and the
di scount eliminates tthoe mmekeed ifnotre recasrtl yp asytmaegnet sS Bl
and to make pag¥ymamtmuadncthlhe g8 BAor five years fr
the st ®BEaptyiodage SBICs make quariteté¢yeptymedts
t he ’SBaAn n u adlu rcihnagr gyee ars 6 t hrough 10. They are al
debeist prda ncipal amount when the debenture reach:
Because early stage discounted debentures do not
SBA annualf ethafrigve years, they are most appropri
that have not established a plesittoi weh ScBdsth: [ fyl s w at
As a result, early stage discovattetmeudedbenth ueesl y
stage small businesses, which by definition have

Reporting Requirements

Once 1 1icens erde queiarcehd StBol Cf sitsmeuwl t hi thhema S Bl campderst
an audi tappyr adeSdgBddindent public account an-t. SBI Cs
site regmphioenye ®Yandmreguioersd to provide the SB:

X a portfolio fim@ndang ofpohe¢ wiohing date f or
of a smai° business;

X the vahédbpras and investments within 90 days
year 1in the case of annual valuations and wi;
other repo%ting periods;

X any material adverse changes in valuations a:
flol owing the c¢MPawnmad of the quarter) ;

X copies of reports provided to investors, doc:
Exchange Commission, and documents pertainin,
proceedings, including crigminmaeld dblyat dhes SBga i
completelhd sporsyomsd atement imn lkiolamersdi on with

SBIC Program Statistics

As Joufd0e 92,0 1t h «8021 iweeeens e d S BI(X25d eibne notpuerzza t SiBolnC s
participatingbaemwne d]i enef BE;6hadSBBICEs ) .

As s ho/MEOHnt he number ofgdobeanthywges ESBILs hasent
Ho we v &iteat a1l nlumnebeenrs clodf sS BltGsyed relatively the sam

98 SBA, Office of Congressional and Legislative Affgi'sCor r e spondence with the author,” M
9913 C.F.R.8107630; and13 C.F.R.§107.80.

10013 C.F.R.8107.640

10113 C.F.R.8107.650

10213 C.F.R.8107.650

10313 C.F.R.8107660.

043 B A, “ S BI (FisqlrYeagData for the period ending June 30, 201$itps://www.sba.gowalrticle2019/
augll5/quarterlydatajune-30-2019
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marily due to the plpaanrnteidc irpeadtuicntgi osne ciunr itthiee sn t

pri
SSBI Cs .

Table 2. Number of Licensed SBICs by Type, FY20 10-FY2019

FY20
19
FY20 FY20 FY20 FY20 FY20 FY20 FY20 FY20 FY20 (6/30/
SBIC Type 10 11 12 13 14 15 16 17 18 2019)
Debenture 140 143 158 175 187 205 216 227 227 225
Participating 107 97 86 63 53 46 41 33 25 22
Security
Bank 47 46 44 43 45 43 47 47 47 49
Owned/
Non-
Leveraged
Specialized 13 13 13 11 9 9 9 8 6 6
SBICs
Total 307 299 301 292 294 303 313 315 305 302

Sources: SBA "6%,& 3URJUDP Qeptdrhbér3d,20pFeptember 302018; andJune30, 2019

The SBA has made it a gowlSBbCihiccenses thes madnbe
an emphasis on new U8eobepnotsuirtei oSnB ItChse Ipircéefhrsaens ,f or

OverSaBIlICs pursue investments 1incaahbhmasgotfmagrege of
invest meimtdivviBInkége ci el mazgearticulaandt hieelsdimwveistndu
more generally. Most SBICs concentrate on a part
expanosri otnurnaroundgramphiicdantiafy na whdah to focus

Total Financing

From the 1inceptionDeocfe nbh2ed§]SIBIBaCGpa oigm vaans tt e@d
appr ox B9habtielllyi on i n 8hIB5pfri onxainmai tndgls y it W€ Asssma 4 |
mentioned pdawbd®o RsOlhy, SaBsA had a guarantee on an

W3BA, “FY 2012 Congressional Budget Justification and FY 2
https://www.sba.gogitestiefaultfiles/aboutsbaarticle/
FINAL%20FY%202012%20CBJ%20FY%202010%20APR_0.Jdfe SBA issued 23 new SBlicenses (21 to
debenture SBICs and 2 bankowned nonleveraged SBIQsn FY2010; 22new SBIC licensesl@to debenture
SBICs and4 to bankowned nornleveragedSBICs)in FY2011; 30new SBIC licenses {2to debenture SBICs argfo
bankowned nonleveraged SBICsh FY2012; 34 new SBIC licenses (29 to debenture SBICs andb&nkowned
nonleveraged SBIQsn FY2013; 30 new SBIC licenses @to debenture SBICs arto bankowned, noHeveraged
SBICS in FY2014; 25new SBIC licenses @to debenture SBICs argto bankowned, norleveraged SBICs) in
FY2015; 21 new SBIC licensesl({ to debenture SBICs artto bankowned, noAeveraged SBICsh FY2016; 15
new SBIC licenses (11 to debenture SBICs andbamd-owned, noHeveraged SBICSh FY2017 and 25new SBIC
licenses 21 to debenture SBICs and 4 to bamkned, noHeveraged SBICs) in FY2018

06SBA,“ Of f e r i n g986(840;000GUaranteed 393 Debenture Participation Certificates, Series SBIC

2019-10A, March 12, 2019p.7, at https://www.sbha.gowafrticle2019mar/3/sbic-201310acusip-831641fm2. The

SBA has occasionally provided a selected list of firms that have received SBIC figanciuding AOL, Apple
ComputerBuild-a-Bear,Compaq Computer, Costco Wholesale Corporation, FedEx, Intel, Jenny Craig, Inc.,

NutrisystemOutback Steakhouse, Sports Authority, Staples, and Sun Microsystefitswebsite. For example, see

SBA, Office of Investment and Innovation “Ear ly Stage SBIC Program,” slide prese
https://www.sba.gogitestlefaultfiles/articlesSBIC-Early-Stagelnitiative. pdf.
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principal Lbhillalniceen oifn $SISBI Gnid el bieonnt uirne sS,BISC par t i ci
secur i t4i0ensbd,] lainodn $i n ot her, p%Tihmea rSiBAy aSISsBol (h,a df ianna
outstanding 2% mniltinoennti nonSBI C debentures and §2.
SSBIC, f¥nancings.

Asoffuneg 9tk SBIC hgrogeamed or JSobbmilftiod amowswtmasdl

businesses.s wihtahr et hoef ScBaAg2hiall’®iacan.ri sk about §
In FY20Bna@sfl Rinancings. The aver a2x®3%Winancing a

In F¥®BIfGands were used primarily 9%)r aancdq vailrsion g

for oper at®mg craepfiitnaalnc(ilng. %B)a mbefwi hdi ng debpl @ h8B
construction (0. 9%), r esueracrthcals i anngd mdiecvhe Incepr mpe motr (e
0. 6 %) , marke® 20 g pd¢tanvi md%)e raonidz aotk8heptt (uls.e s  (

As s hoMWEOHt he total SBIC financing deelined dur
June 2009), reached prergeascssnéidybhacellnt hem. FY2O0 1
FY2& 1 the SBA gwanmaXdttheied 18%ioon in SBIC small busine
SBICs inve9®bdldnoemhdr of ap rtiofadtlei deflaipdnt ailn ffoirnanc
fordS5dmall businesses.

Table 3.SBIC Investments, FY200 7-FY2018
($ in millions)

SBA Number of Small
Leverage/Guarantee Private -Sector Businesses
Year Commitments Investment Total Financing Financed
FY2007 $708 $1,940 $2,648 2,057
FY2008 $1,029 $1,398 $2,427 1,905
FY2009 $788 $1,068 $1,856 1,481
FY2010 $1,165 $882 $2,047 1,331
FY2011 $1,828 $1,005 $2,833 1,339
FY2012 $1,924 $1,303 $3,227 1,094
FY2013 $2,156 $1,342 $3,498 1,068
FY2014 $2,549 $2,916 $5,465 1,085
FY2015 $2,553 $3,733 $6,286 1,210
FY2016 $2,514 $3478 $5,992 1,201
FY2017 $1,960 $3,767 $5,727 1,077
FY2018 $2,522 $2,981 $5,503 1,151
Sources: U.S. Small Business AdministratioN3HUIRUPDQFH DQG )LQDQFLDO +LJKOLJKWV )<
p. 4;U.S. Small Business Administration) < %XGIJHW 5HTXHVW DQ@M73HBILRAUTMAIQFH 30DQ

7S B A, “ S BI (FisqlrYeagData for the period ending June 30, 201$itps://www.sba.gowlrticle2019/

augll5/quarterlydatajune-30-2019.

108 1pid.

1091pid.

10SBA,Of fice of Investment a-aFhantingtoBusinasieshy State; SYBELC Pr ogr am
FY2018, ” httpst/ivww.sba.gowitestlefaultfiles/2018 11/SBICProgram_FinancingbyState_FYs2014t02018.pdf

MSBA, Office of Congressional and LegislatZO®@8 Affairs, “Co
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Business Administration "6 % , & 3 U R JU D PJahyai 23, 26DBeptember 30, 201&ndSeptembel0,
2018.

o

the amount of SBA leverage as a s ha
rectehe¢ ’syBlAervse.r aFgoer ceoxmmmptlme,nt s accou
ing in FY2007, compared with 46. 6% i
% in FY2017, and 45.8% in FY2018.
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ut™®THWeBIWCrshan Institute found that debentur
han 62% of all venture capital financings
S s
er
eb

—
g wbc_v—i.

&
72

»—AEOO(D [\ RN ]
o9 — = o B
o o
e o
A ®

B =D
Noe s

ss§ocos g5 <o BB

LB NN < = g
~

o &

= W

""CDCD('DOE[\)

l oans, and bridgge hladansi men ptelrd oldni tHeodve S
age amount of a SBIC debenture invest mer
enture invesltmed©¥soh ccoti'dflt edolfloars inves

T opg e e
WS 003 0 =B
— 0o »n 7o <00

@!

Financing to Specific Demographic Grotu

As oswh 7TDEOH i n 88BAXEs 1dfHdaandk8ongf €11 financings)
t ol38#il 12i%4nofl t he t ot al amiommatwnogfd-cfainndarnoclilnegds ) t o
small businesses.

Table 4. SBIC Financing, Minority -Owned Small Businesses, FY2018

Small Business Percentage of

Ownership Number of Percentage of $ Amount of Total $ Amount

Demographic Financings Financings Financings of Financings
BlackOwned 52 19% $33,904,388 0.6%
Asian Owned 49 18% $85,681,189 1.6%
HispanieOwned 28 1.0% $12,184,863 0.2%
Native AmericarROwned 1 0.0% $600,000 0.0%
Subtotal 130 4.8% $132,370440 2.4%
Other (Nonminority) 2581 95.2% $5,370201,839 97.6%
Total® All Financings 2,711 100.0% $5,502572279 1000%

112 pricewaterhouseCoopeidational Venture Capital Associatich,Mo n e y T r e ¢ N¥tioRat Aggragate Data”
at http://www.pwcmoneytree.com/

113 Kenneth Temkin and Brett Theodos, with Kerstin Gentsthe Debenture Small Business Invesnt Company
Program: A Comparative Analysis of Investment Patterns with Private Venture Capital’Bd(gghington, DCThe
Urban InstituteJanuary 2008, 8, at http://wwwurban.orgUploadedPDM11601_sbic_gap_analysis.pdf

14)bid., p. 1.
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Source: SBA Office of Legislative and Congressional Affai&grrespondence with the authogDecember 20,
2018.

Note : Ownership is defined as owning at least 50% of the small business.

In additi&SQBI Gsn AfaYdhed hx 2d6g 0 f( al 1l fi%h@miclilnigesn t ot
(7% of tahmo umnott a)flitne noceemde @ s mal |l DHfuisnamredO%regs a@m@. 2
of all financilnégmi)l Itidé nolf(iOt.ch en e aortdayll veome nan f i nan
owned smalX® businesses

Research concerning private-owawidu weomenzepdi t al 1 nve
s mabluls i nesses is |l imited.thdeata nesabsaryttoscdmp
SBIC psogmamst mentwned wmemenmeictayy | businesses to t
secst oirnvestment® in these firms.

In 2007, the SBAcoakmnewlsddgad dtearing on its 1in-°
“women and minority represefddndilbas imedn hfoSBhdn
yeaflshhe SBA reported at that time that it did no
it hasintcrriceads et owomen and minority representation

to venture capital firms, trade organizations,6 a
minority representation ‘ifn ntdiemgSHEGetmit amgra fiiirsmsl
minority representation on their HHewd mem,t ¢ omr
despite thest hSenfaflolr tBsu,s iinne s2s0 0Ol9n,ve s Noatti adhd i ance (
Association of Small Busisrerescowdlgmeesstimamtt hGemp a mi
SBA capital achcaets stslspBrIb§feBcAe ms i fthga sp rdoocnees san abys mal
at attracting and licensi®g funds led by women
During'@®@hmreg Sesls.88mell Business Ven,tuwas Capital A
introduced 200 Dard bretadfe®@ gt e Committee on Small B
EntreprendNarfhifpher action wasntcaoahenged SBE Cbill
investmentoswnierd wanme 1 sboucsiianlelsys easn da nedc onomi cal ly d
small busihgssncomazermg the amount of leverage a
least 50% of their finaonwnendgsandn csommatlrlo lbluesd nbeys sw
socially and economically disadvantaged small bu

Finanlyi nfSgt at e

As s no/WEQOH i n 8F Y3BIICs protviodedaffindbmsimgsses 1| oc
stattlese District of Cwihtumthiea mosd RFuenmntme i Rigcd,aking
Cal i f3o%fniinaa n(cailnignsg t 0% 1 ,Tlk xta7s® I(iReny i ngx7 tt aling §
mi 1] j oNmenwd Y®RXki na ntcoitnafgd&i2mg 1 1. 1 on)

15SBA,Of fice of Congressional and Legis | Becembee2020Bf airs, “Corr e
116 Kenneth Temkin and Brett Theodos, with Kerstin Gentsthe Debenture Smalusiness Investment Company

Program: A Comparative Analysis of Investment Patterns with Private Venture Capital’Equiya s hi n geon, DC:

Urban Institute, January 2008.12, 26, at http://www.urban.ord)ploadedPDF11601_shic_gap_analysis.pdf

117U.S. Congress, House Committee on Small BusirfagsCommittee Hearing on Legislation Updating and

|l mproving the SBA’s | nve sitiGh@omg., ¥ aessdSepfembeed, 3007 BSerialdNunfbero g r a ms

11044 (Washington: GPO, 2007), p. 15.

118 |pid.

119U.S. Congress, House Committee on Small BusirfegsCommittee Hearing On Increasing Capital For Small
Business111" Cong., F sess., October 14, 206@mmitteedocumentno. 112051 (Washington: GPO, 2009),$9.
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Table 5. SBIC Financing by State, FY201 8
(% in millions)

# of Amount of # of Amount of
State Financings Financings State Financings Financings
Alabama 1 $9.6 Montana 14 $234
Alaska 4 $17 Nebraska 11 $52.7
Arizona 56 $96.6 Nevada 7 $233
Arkansas 13 $53.4 New Hampshire 9 $255
California 392 $1,049.1 New Jersey 111 $2419
Colorado 74 $121.8 New Mexico 4 $2.2
Connecticut 26 $55.4 New York 233 $482.6
Delaware 3 $2.4 North Carolina 72 $138.5
District of Columbia 7 $14.7 North Dakota 21 $10.3
Florida 154 $256.5 Ohio 97 $135.9
Georgia 61 $147.2 Oklahoma 27 $29.8
Guam 0 $0.0 Oregon 40 $118.7
Hawaii 0 $0.0 Pennsylvania 77 $130.0
Idaho 8 $35.3 Puerto Rico 3 $28
lllinois 164 $341.5 Rhode Island $10.0
Indiana 45 $96.7 South Carolina 18 $53.6
lowa 4 $4.1 South Dakota 3 $20.0
Kansas 30 $58.0 Tennessee 48 $123.2
Kentucky 6 $28.7 Texas 276 $427.6
Louisiana 16 $104.1 Utah 49 $75.6
Maine 12 $34.1 Vermont 2 $3.0
Maryland 42 $57.0 Virgin Islands 0 $0.0
Massachusetts 105 $258.5 Virginia 47 $72.1
Michigan 72 $116.6 Washington 33 $37.4
Minnesota 69 $92.7 West Virginia 0 $0.0
Mississippi 7 $26.4 Wisconsin 37 $91.3
Missouri 91 $1089 Wyoming 1 <$0.1
Total 2,711 $5,502.6

Source: SBA Office of Investment and InnovatiorSBIC Progrant? Financing to Businesses by St&é204 to

FY20B, u btys://www.sba.gositestefaultfiles201811/SBICProgram_FinancingbyState FYs2014t02018.pdf

dol 1
0o n t
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The previously menticompdr2a@(d8& eUmnmad ylsnst otfutde b e
financing from 1997 to 2005 found that the

was more evenly distributed across the nat

For exampletithteUfbundlnkhat California (4
received the largest share of the total do

1997 to 005 The two states accounted for
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invested by private venture capital funds. I n coc
received the largest share of the total dollar
2005. The two statesthicthbu@2®hd %pooo dlesdoltham wvak
by debentlunr ea dSdBiftkiso.nt op 10 states in terms of the

vol ume 1 nve {needa ralcyc o8u4n% eodf t he total invested by
compared withr € 4%BF0s. debentu

A comparisobnys pdt ¢ hdi standsbetoonvehtpreveapital v
in 8hld SBIC finaS8itscdRPREQHsS nsg Hi¥R2 @MUIr bam fimsdingttehat
SBICs investments were more evendgctdostvebtuared a
capital fund investmentte Ha otmhd 99&s ¢ dout Riddg. chart i
208lCalif o3 nNe w( YB2%)Mabk s ac Wuatnilde x 426) ( 2 ecei ved

the larsgpdst hehao¢al dollar volume invested by pi
states amowutficefdr f®ohY¥s) of the total dollar vol ume
venture cduriitmag tfhuatfd st i cmoen tprearsito,d t he four states
of the total vol ume 8{ fut s f . Weaw 83BolrCks, i1iMe W YY200r 1k
8. 8Tk,x a7s.%8atmd I[dd2bhoascodd%d®df folhe t ot al dollar v
invested by SBICs.

Legislative Activity

PL 1115 t headAmBRecovery and Reinvestment Act of 20
designed to increase the amount of leverage 1ss1uU
maxi mum amount of leverage available to an 1indi\
$50 million, ,whdchgvencisesad$eng the maximum amoun
t wo or more licenses undé*#I tc oaninsoon ecnocnoturroalg etdo S$B2IZ
investment in smaller enterpristtsiby evsguti me¢mitg
(February 7, 2009) to certify that at least 25
small e erprises. ARRA defined smaller enter
more t 6 miltldoncoetmdi fver 8ge pfeeeding two
than § 1 iomns osri zmee esttianngd atthde fSOBfA i ts industry

ARRAl s
or aft

O T

p
)

cod3BIg€ 1inves timecntme iam claaSwBl ¥ dlilcewiseg on
r O¢vobdrmot, addrXkXi mum | ever gagred afimbub t of

120Kenneth Temkin and Brett Theodos, with Kerstin Gentsthe Debenture Small Business Investment Company
Program: A Comparative Analysis of Investment Patterns with Private Venture Capital’Equiyingtdm, DC:The
Urban Institute, January 2008, % 18-24, at http://www.urban.ordJploadedPDM11601_sbic_gap_analysis.pdf

121 pricewaterhouseCoopefsational Venture Capita As s oci at i on, *“ Ve,RegiomakAgglegatei t al I nves
Data &thttps://www.pwcmoneytree.coRéportsHomepage%20RegionalAgg.xlsx

12213 C.F.R.8107.1120and13C.FR.§ 1 0 7. 11 50. Previously, “the total principa
and participating securities guaranteed by SBA and issued by any SBIC or group of commonly controlled SBICs may

not, in general, exceed at any one time an amount equal¢o thtei me s s uc h S BI[B2008]M306vat e Capi't
million, whichever 1s 1ess, of which no more than two ti me
participatin@BAs ecQfrfieeriiesg "CiSreceul ar , Gupation Qertificates, Séries7 2 5 % De ber
SBIC 20081 0 SBept&dmber 18, 2008, https://www.sba.gogbntentsbic-200810-b-cusip831641tenl P.L. 102

366, theSmall Business Credit and Business Opportunity Enhancement Act af $83Be maximum leverage

amountfor SBICs and SBICs under common conab$90 millon. Licensees under common control were allowed to

have aggregate outstanding leverage over $90 million only if the SBA gave them permission ©.dol€%135, the

Small Business Reauthorization Act of 19%&t the maximum leverage amofornt SBICs and SBICs under common

control at $90 milliorand added the requirement that the amount be adjusted annually for inflation.

12313 C.F.R.81071150; and13 C.F.R.§107.710.
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million for two or mor ¢ ftlihiec eSnBdetse dhtansddeira tc d mmosnt cSc
its finamnicnicnognse igne olgorva p hdtch aatr eaats laenads tc e5r0t% foife it s
invesst meinltl -ibnec oimne lgoewo ¢t aphic areas.

As part of 1ts Stoanr tJuapn vAanrdyh ie3c 14) b [a2mflalt 2Aa tmi we st r at i o
ommended thats tamhenu$SBI @Quprhogriazmti on be i1increa
lion and thAtl e vheer aagneo uanvta iolfa bSI e t ot Hei cens ees
tipls/€£amitynsiébidtundsreased to $356®0million fro
il 27, aDg@blithlkke SBAFfideasdlal celRleqgbibd ethhemg t he
l1ion Ea Stage Innovation SBIC Initiative
u 0 million in SBA leverage per fis

p t 0 c
C progtammei smad Amdbwts d hebseadnkygusse
n r
s i

rl

$2
encourage SB
se ver ahla e Ibes d U mit er @dtcger &€ stso expand the SBIC p
increasing i annudbkbnagtbogn enud it g Isiflmens 4 yhs k1
of funds5d imiifdtd atgoatne$dd e aisn digv it dfewmd d SIBil7S t t o §
mi | Keinoang ¢ e dt horizing a SBIC program specifically
investments in business star t(uipnst raonddu coetdh)er ear 1y

§
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Legiisdmtt o Target Additional Assistanc
Stage Small Businesses

Some Members and small bubkegesbatdencaodobesshabbigp
‘permdoemgressionally authogetzteddSBI Compandgns miso
nd early stage sm businesses, which are gene
l so as having iAdVygchigh pobtetatgati igrayg
ssistance to s anlalktat sBAHsatrage ispmaliln gb wsei
rogram was CT e fill a pevyceddalvendt umeest me
r o gs afmo ¢ usa nodn -4 small businesses. Because th
roviding new 1 sespatihgyverepel hMoemp SBI Cs ,

n t r oldeugciestdloa tcir e a new SBA program that would
tartupstaage eami businesses.

©» =go T 0

or e xdaumrpilneg, 'Ctohneg rlelsls , t he Hous el 8pPh,sRs.e,d5,2 %bey a vot
mall Business Job®¥AmadgCrediprdvisobédn20lOs pass
R. wsouMZadve authorized a $§1 billion Small Busi nc¢
e proposed program would have provided equity
tchingadhngdasartocepating investment company. It
investment companies to invest 1in small business
stage small businesses, defi“gedsasdthoskvsmatbb t
exceeding $15 million 1i#Tahrey pofo ptobsee dp rper wiga msm te hnr
venture capital investments in starf®up companies

84T wvnmd

12413 C.F.R.8§107.1K0.

2The White House, “Startup America Legislative Agenda,” Ja
https://obamawhitehouse.archives.dgog/201201/31/egislativeagendastartupamerica
2%RepEdward Perlmutter, “Pr ov iHRIi529 Snal Busirfessdobshaad CredittAatofi der at i on

2010, Ro lCongressional3Recdrdidily edition, vol. 156, no. 91 (June 17, 2010), iIHg608 H4609
127H.R. 5297 theSmall Busines Lending Fund Act of 2010399L. Definitions.

128 |pid. The nine targeted industrieseagricultural technologyenergytechnology gnvironmental technologiife
sciencejnformation technologydigital mediaclean technologydefense technology, amthotonics technologyA
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H.R. ,5297subsequently saspgnedednby CoawgbgsBr asnidde
Septembe rPl212132402 0tl e ( Smal 1 BusiddedsndobsndALbtdef 2
legislative language authorizing a?HBomaelvlie rBusiitn e s
aut hor i zyeeda ra Itnhtreereme di ary Lending Pilot Program
than 20 eligible n oenspreoafciht yleeanrd,i ntgo tianltienrgmendoita rmo
and $1 millioatpan 1inter aghtdei niangytee ronfe dli%ar i es, 1 n
loans to new or growing small bu¥Thesses, not tc
Intermediar PrhbgwaannfguiPPdd dtfors itxwowdgreaent ] YThirty
par tdicni ptahte ®progr am

As ment i oneidn p2tOhle2i,8 BA 1l ghsata a Bt lpigseh i@SdBtli€Caot 1 v e
encourage SBIC investments in ear'lCy nsgtracgses ,s mal I
H. R, 3Ghe Small Business InvestanmeSht JEn8hhmenicle me nt
Business I nnovwotuHodm eiAchtdbtrbi€z e A@ hBni stration to est
s epaSrBltG pr o gr atmas gnabtulseiantkllsys eSmal l BusAmteosfs I nnova
20 Iwa)si mrter o8 uc}ddfrinEonke et b4

Dis cus sion

Advocates of efforts to encourage capital 1invest
including Members of Congress who have served or
Committees, havesaekbumdnahaontht SBA SBIC partic
has c¢r e fitne dt hde gSapAs t i ng array odrtcaputatl wcrcessh
ision of capital to eianrtleyn ssitva8B?é snsdmasltlr ibeuss.i n e
RepresentativarNudida oMeltédhzequHoase floor during c¢
5297

This legislation, Mr. Chairman, also recognizes that capital markets are changing
dramatically. Credit standards are stricter, and small businesses are now looking not only
to loans and to credit cards to finance theierations, but they are also looking to equity
investment to turn their ide&sto reality. This has become everore pronounced as asset
values havedeclined, leaving entrepreneurs witbss collateral to borrow against.
Unfortunat el y, toventurd chpital and tanequity investmees declined.

Last year, such investmergtummeted from $28 billiorin 2008 to only $17 billion last

similar $200 millionSmall Businesg&arly Stagdnvestment Progmwas included irH.R. 3854 the Small Business
Financing and Investment Act of 2009, which was passed by the House on October 29, 2009, by a v32. tifi889
awaiting action in the Senate.

12SenAl Franken, “Small Business LendingCoRgressionahRecojdof 2010, ”
daily edition, vol. 156, part 125 (September 16, 2010$/458

130p L. 112240, the Small Business Jobs Act of 2010181. Small Business Intermediary Lending Pilot Program

BISBA, “Small Bus i n eRrofiteSourcesdov SBAN enva nNoend Loansat” August 4, 2011
https://www.sba.gogbntentsmallbusinessebavenewnon-profit-sourcessbafinancedloans and SBA,

“Intermediary Lendi nnge dPiialroite sP,r oFg¥ 2hts:/I[(WiMLSBAJgo@ltéstefatitt/ a t
filesffiles/ILP_Intermediaries_150218.pdf

1321,S. Congress, House Committee on Small Busirgmss|l Business Financing and Investment Act of 2Gbrt

to accompanyd.R. 3854 111" Cong., ®'sess., October 26, 2009,Rept. 111315, p. 2. For the arguments presented

by various organizations advocating programs to assist early stage small businesses and startups, see U.S. Congress,
HouseCommittee on Small BusinesSubcommittee on Finance and Tax Hearing on Legislative Proposals to Reform
the SBA’s Capi t,allf"Cdng.clsass, JUyr23) 200% Ho3oc. no. 1039 (Washington: GPO,

2009), pp. 1612, 6667; and U.S. CongresHouse Committee on Small Busindasl| Committee Hearing on

Increasing Access to Capital for Small Busindgst" Cong., ® sess., October 14, 2009, H.Doc. no.-D51

(Washington: GPO, 2009), pp.-35%, 5654, 6369, 8699.
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yearThis is due, 1in part b6 decisiontoblemingeahe i SRIA” sadmi ni str
largest pure eqty financing program—the Small Business Investme@ompany

Participating Securitieprogram. This has left many entrepreneunso need equity

investmento fulfill their business plans withoutsmurce of such financing®

Opponents of eddprtal toneaasomentgein startup and
have argued thdpilsancthn eefcfeosstar woruilsdk or costs on
wére dealing with record debB¥Dwmmidn gt nsairs$t tad enraabtl ieo 1
propdSmaealdl Business Early Stagaghrmvde stthmenti tPwagr a
t hawouiltd 11 kely encourtaltehlter ilsekgyi silflavacispt nnbednt gse, f raendd
the fundibg "imvesatrdd stag® small businesses

Legislati onSBloC IFnicnraenacsieng Levels

In 2009, the Small Business InvestdeomnmAltliicaddeg ch
under®fedargued tshafti threciprgglramel s would increa
improvedsitnsg Iprocessing procedures to make them

percentage of SBIC regulatory capital allowed fr
increased from i33%pard emd) makmumBitd @ifpr ogr am

11 ce#fmamiel y of aftuntdhsh212i§mimiel (1 i on for two or more 1i
contrwds increased to allow SBICs to have a seri
e xa mfolnee, fund could be winding adnoowtnh e ra ncootuvhled jcuosut
rampi e up.

During'®hmegddRsiB854 the Small Business Financing ar
which was passed by t he HHR0S5D®e tohne Bentaolble rBu2s9 ,n e2s0s(
Assistance andwReékbhefwaAcmoof r2pb@ ted afster being
for consideration, proposed to encomghsege greater

maximemcentage of SBIC regulatory capital allow
to 45%3f%FBont h mevoudwde have also oignréammab s éeglehe SBI

licgfnasnei |l y of funds limit to $350 millison from $
lim$S25&f million to $400 million for multiple fu:
after September 30, h20G9 .,dod-ndhcrismei eng ¢l cogarnddp Boi o f a t e
increased t hse aSuBtlMo rpirmagtriaamm | e ve.lD iflrloimont oi n$5. 5 b
FY20® 1.

138RepNy di a Ve $Sndalk Rusinesdgbs ahd Credit Act 010 , » Ho u sCengréssibnal Recordiaily

edition, vol. 1%, no. D (June 162010), p.H4516.

B4Re p . Sam Graves, “Small Business CbngtessionaliRecordot 25d,i t Act of 2
no.90 (June 16, 2010), p.4316.

5pid;andRep]l e f f Flake, “Small Business Early Stage Investment

Record, vol. 155, no. 171 (November 18, 200913083 Note:H.R. 3738 the Small Business Ear§tage
Investment Act of 2009, wame of eight bills merged intd.R. 3854 the Small Business Financing and Investment
Act of 2009 and was lateaddedto H.R. 5297 Small Business Jobs and Credit Act of 2009H.Res. 1436

136.S. Congress, House Committee on Small BusirfagbCommittee Hearig On Increasing Capital For Small
Business111" Cong., ® sess., October 14, 2009,0tc. no. 111051 (Washington: GPO, 2009y. 32, 87.
137 bid., pp. 88, 89.

138 H R. 3854 theSmall Business Financirand Investment Act of 2009481. Increased Investment from Statasd
H.R. 5554 theSmall Business Assistance and Relief Act of 2@B®1. hcreased Inestment from States.

1394 R. 3854 8401. Increased Investment From Staf493. Revised Leverage Limitations For SuccessBICS, and
8408. Program Levels; ard.R. 5554 8591. Increased Investmeinbm States§593. Revised Leverage Limitations
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The Obama Adamlisne csotnmrngetnadeendpStratr toufp iAme(rwhiac hnitiat
includeAds$Sthdi §8Bion earlgndtiptampBBIConwesi mentes SI
initiativé@ognghass thedoptl2l egislatsonanhaalncrease

authorization to $4 billion from $13 tbhatl itome The
l11'"Congress adopt legislation to increase the am
under common control to 350 million from $225 r
During'®hrgdd®s,, 3Bm211 Business Investment Comp:
Act o f WHDullWc hwdgamgeeamt er utilizatbpniodfrehei 881 Che
ma xi mum a moumtg SfBAodtesvteamdgic available to any si:
lesser of 300% o$fl 510t smiglrltiveanB B O o @ef taf s opri vate ¢
$20mi 1 I fomaj or i t y o f hceohnep annayn aagreer se xopfer i e nced i n 1

morSBI C lcompandds would also have increased the

out stanllewmgr 8BA tawoa iolra bnloer et ol i censese HIHT@r c¢commo
mil frd#m@2ni 111 on.
S . 2136bi1lll to increase the maximum amount of 1 e

Business Inveswmelnd nlAaowdgargeealt9es5Sr8 ,use of the SBIC
increasing the maximum amgentvaf labtl et dodit wp 9B/
under ¢ ommoon $c3a5m0ft mnaitl dfii2lo2inSiad wo ull dlv @ c rde A e e SBI C

progs aanmut horization level to $4 billion from $3

On Mar ch ,SI.5AmdtQ.1 21h83 3] NVEST in, Amasi od fAate dofon2@h
Senate floor as an amendndenRt. ,i3n6 ttahpes tnaarttu rCurof a
Business ,StwhitawwlpshaAdtpreviously passed the House
amendment opmopwsagsed®Dr theecB By i(mrg)argraasmng t he

maximum amount of outstdawmditwgw ec®BA mleenwseersa gien daewa icl
contooB 350 rnoiml dfi2l2inSi o i na o dt ahsed WSEB 1 Cs parwtghrcarmi z at i on
evel to $4 billion fronH.$R3 3Wi0thh i ®mewhdilcehn S nat e
id not adorogy athhesTdBd €cepted the Senate amendn
ill, which PresideéntL2-OBld& ma signed into 1l aw (

344he SUCCESSnSAc t3 Soffh e2 ORle2s,t or ing Tax and Regu
Smalulsi Besses AchapéEtadddg@, owlhbad dbtrhBeBlI € 1 on s , i ncr e
progs aanut horization amount t odt $mdu lbtiilplliecon from $3
licefnasnei |l y of funds limit to $350 mnmeidilHd on from $
maximum outstanding |l everage amount available to
common control to account for inflation.

In adHiRipajh4 Small BE€esmpesmy Mopdesthmention Act
which was passed by the Housiencodi Af#BeE € mber 18, 2 (
progsmurmhtipls/€amitygnet $umidlsl i dmddfirlélm o n .

During'!®dhmregrlsl Sme ntai oneR. Ip.¥7ellvii doruesal sye, d etvheer aagnen u a 1

amount the SBA is authorized to pnr oavdiddiet itoon StBol Cs
increasings tahuet hporreigroantmito tSo. $54ltlbé 1l Expanding Acces
Capital for Entreprenewaulaadv elccrdedesresp Aecgr d E XCEL A
multipls/fami tgnefo fiIhd8 mimiitonSfrpophm&hmbé& million

for Successful BICs,and §598. Program Levels.

“The White House, “St grmnugshtpsifobamawhitieholse.aréhives. gitgstiefault/ A
files/luploadsstartup_america_legislative_agenda.pdf
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among othealipowondt be omsmglrtaimpls/f ami tyneé€ funds 1 i m
$350 million

During ‘'CbagPéds-11l131€bansolidated Appiapmdieatsicons Ac
hSeBIpG o gsmaurh t i pks/€E ami ty of funds™InmaddHi Bi $Hh350 mi
9688maell Business Invest menntr oQpupcoerdt vonni ,tSye pAcetmboef
nd referred to the HouweoeuHainmmd td¢ neaesnaiom S mal I Bu s
mount of leverag3>0 hahefl 8SPBIHleCv 1 p e BBO %hs i hopractice
$ 70 mi,] lwhoinchefredimesches snd 0 hidxhwetmuSBridad at e
api2@0% inofplSdctmidedhiocnhever 1is 1ess

uring'ChregPdEs-1 8lAiemal 1l BusinOppolhvuast meAtt of
ncrde hneaex i munm unt o f ilnedvi el§iBdgiéo 1 fSolr7m5 forid mh i $ol 5 0
illion

B""UOONNU}""

Di scussion

In 2010, the SBA announced that one of 1ts goals
“acceptance in the marketplace and increase the
leverage issued soesas forimp#bPhebesBAnessemtced t h
ARRA changes to the SBIC program would help it
maximum | everage a¥Vtaoi ltahbrleee ttoo mE&BI Gsh et oprupvate ¢ a
SBI C, or $wlh5i Oc hneivlelri oins, 1 e s s , and $225 million fo
contarnodl i nttheasmadi mum |l everage amounts to $175 m
$250 million for multiple funds under common cor
2009and invest 50% of their d8llars in low incor

As mentionePd Lp7 @vwida wsals

1
h
,d the annual Il everage am
authorizedtooSBlI &€si do 4,PbiLLl-1 13 4 hfer Cm n% o 1 b idlalt ie od1
Appropriations Act, 20 1s6 muilntcirpelaes eld ctehnes eSSB IfG npirl o
t 03580 mi |®nido.nl 871 HBema Il 1 Business Investment Opport
increased the maxi mumdad nBoBdsCm 1 Sl 715¢ vmei rl d g eo nf o r

Advocatesir mghse S BI Cs plreovgaralmgee lamgued t hat these
necessary to help fidd4rmnaypeofecapidtBhmacaecs hepSa
addition, they argue that thes dpmagramfatdet BBI
‘underut’ofithei SBIC debentures program is preven
accessing the capital necessary to fully realize
economi c®Pacoherygythes wendy abbut the potential

]

141 Previously,S. 552 the Small Business Investment Company Capital Act of 2015, and its House companion bill,
H.R. 1023 would have increased that limit to $350 million. The Senate Committee on Small Business and
Entrepreneurship report&i 552on June 10, 2015. The bill was placed on the Senate Leggs@dilendar under
General Orders. The House Committee on Small Business repbRed023on June 25, 2015, and the House passed
it on July 13, 2015.

142SBA, “Fiscal Year 201Tongressional Budget Justification and FY2009 Annual Performance Rgp&?2, at
https://www.sha.gogltestiefaultfiles/aboutsbaarticl€ongressional_Budget_Justification.pdf

43SBA, “SBA Project Plan, Section 5 pathttps:Avib.€ha.gogitesttr am Changes,
defaultfileskecovery_act_reportsia_sbic_plan.pdf

144.S. Congress, House Committee on Small Busirgssll Business Financing and Investment Act of 2@t

to accompanyd.R. 3854 111t Cong., ¥ sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009), B.

145U.S. Congress, House Committee on Small BusifadsCommittee Hearing on Increing Capital for Small
Business111" Cong., ® sess., October 14, 2009, Bloc. no. 11+051 (Washington: GPO, 2009),.[$8-91; andRep
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SBIC program has for the taxpayer, especially 1f
stage small businesses which, by definition, ha:y
for dehfaanulbtusi nesses that have established posit

Concluding Observations

Somde mbers oha&€engdecthasth otbhéed pSrBoAvi ded additional
assist small businesses 1n acgquparnidn go pcearpaittiaoln sn eac

creat®lgotbheir view, encouraging greater utiliza
small business access to capital, result in higtl
economic gr owth. F9,r 2e0xla2mp ldeu r ionmgn Msabrfacaht MIVE S h s 1 d e
in Americat A8anefo200OR2ympia Snowe argued

The amendmenS.Amdt. 18331 and Senator Landrieu introduced woaldo help small
companies access capital by modifying the Small Business Investment Company, SBIC,
Program to raise the amount of SBIC debt the Small Business Administration, SBA, can
guarantee from $3 billion to $4 billion. It would also increase the uminof SBA
guaranteed debt a team of SBIC fund managers who operate multiple funds can borrow.
The SBIC provisions in this amendment have bipartisan support, are noncontroversial,
come at no cost to taxpayers and will create jobs. We do not get marof bilis kind in

the Senate anymore.

One of the most difficult challenges facing new small businesses today is access to capital.
The SBIC Program has helped companies like Apple, FedEx, Callaway Golf, and Outback
Steakhouse become household names. Asmnetneurs and other aspiring small business
owners well know, it takes money to make money. This legislation ensures that our
entrepreneurs and higgrowth companies have access to the resources they need so they
can continue to drive Ameriteieconomic grwth and job creation in these challenging
times. There is no reason why Congress should not approve this amendment to ensure
capital is getting into the hands of Amerigob creators.

This amendment will spur investment in capitdrved startup smallusinesses, which

will play a critical role in leading the Nation of the devastating economic downturn from
which we have yet to emerge. For those who may be unfamiliar, despite significant
entrepreneurial demand for small amounts of capital, becauseiicdtibstantial size, most
private investment funds cannot dedicate resources to transactions below $5 million. The
Nation’s SBICs are working to fill that gap, especially even during these challenging

times4’
Ot hers worry about the potential risk an expandec
federal deficit. In their view, the best means t
Nydia Velazquez, “Small Busines s Cbngressional Recordlailyedition, Act of 20

vol. 156, no. 90 (June 16, 2010) HM516

146 Rep Nydia Velazquez;Small Business Financing and Investment Act of Z0B®use debate;ongressional
Record daily edition, vol. 155, no. 159 (October 29, 2009),p2074 H12075;Sen Mary Landrieu,“Statements on
Introduced Bills and Joint Resolutiosemarks in the Senat€pngressional Recordlaily edition, vol. 155, no. 185

(December 10, 2009), £12910;The Whi te House, “Remarks by the President or
Gr owt h, ” De c athttpg/loba®awhitehousearchives.gealitycheckthe-pressoffice/remarkspresident
job-creationandeconomiegrowth; andTh e Whi t e House, “Startup America Legislat
https://obamawhitehouse.archives.gitestiefaultfiles/uploadsstartup_america_legislative_agenda.pdf

“Sen. Olympia Snowe, “Jumpstart Our C8ngressional Recordlt art ups Act,

158, no. 45 (March 19, 2012), pl®=845.
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and create jobs is to redusceabus@Fsoers aeixnatnxpel se ,a n d
Represent at itvhee hSaainr Gorfa vtehse, House Committee on Sm
the Small Bu¢ssi nE¥20il€3ovmmiatnmtde eetstt e rmattoe st he House Bu
Committee that the Hauwsee sSamaplolr t Ruds iame sisn cGoemmiet i
progs aamut horization to $4 billion from $3 billio
osed fundsamaegr fyors ttahgeaSBRAIl Cmpadtt ianvest ment SB

opp

because of ttohegiemepattentlioslses t hatt tchbeulnde el d atdo t o
provide federal funds to subsidize the SBIC prog
views and estimates letter that

The debenture SBIC program is designed to providetyeayections to small businesses

that have been operational and have a track record ofloasand profits.... T pregram

is financially sound because the structure of repayments ensures that the government will
not suffer significant losse3hus, no banges are needed to the program and it operates
on a zero subsidy basis without an appropriation. The SBA budget is fully supportive of
this program and we concur in that recommendation, including raising the program level
from $3 billion to $4 billion.

Presumably, some of the additional program level (which will cost the federal government
no money) will be used to support two new variations in the Debenture SBIC Pijtlggam

early stage SBIC initiative nd t he 1 mpact i n v eNeitheinitatve SBI C i nitiat
has received authority from Congress nor had its operational principles assessed by the
Committee prior to implementation. The Committee reiterates its recommendation from

l ast year s v i-ene funds shauld bes alldcated tfrens theditional
debenture program levels for these two prograhiee Committee on the Budget also
should provide further protection to the existing debenture SBIC program by requiring any
modifications to the program, whether a pilot program or not, be basachew subsidy
calculation that ensures the current debenture program will operate at zero subsidy without
any increase in fees due to losses stemming from the Impact and Early Stage Innovation
programst*®

The House Committ’se F¥A Owkmaalnlde Russtiimeastses 1 etter r
commistepposition to ihetf®andveg of these two

As these quotations attest, congressional debat e
i ol ved assessments of ctchees sa beialpiittya lo ff rsomma 1tlh eb ups

inyv

and evaluatiomsriosfk,t httherefgffaat o f ’sp rroipsoks,e da ncdh a n
the potential {smpraicstk oofn tthhee pfreodgerraamb de fi ci t . Em
data c¢can hbealtpe icnofnocremm ndieng t he ability of small b
private sector ands trhieslk xttelnde offf ¢ hte @fi ograpno s e d
progs amm s k, and the potenntisal damptakdi thifdrtahle]l pd ofg
data concerning SBIC investment 1impact on recipi
prove useful

Y8NFIB, “ Go v e r n meSmall B&ipessesdHave g Bottom Li@overnment Should, TadoWashington, DC,

at https://www.nfib.comzontentissuestconomygovernmenispendingsmaltbusinessebavea-bottomline-
governmensshouldtoo-49051/

“RepSam Graves, “Views and Estimates of the Committee on Sn
Concurrent Resolution on the Budget for Fiscal Yea3201 Wa s h i ,ipg 4, 6. AAlso, sBalU.S. Congress, House

Committee on Small Busineddarkup d the Small Business Administration Fiscal Year 2012 Budgéf Cong., ®

sess., March 15, 2011, H.Hrg. @05 (Washington: GPO, 2011), pp24.

150.S. Congress, House Committee on Small Busir@smnizational Meeting and SBA Views and Estimatethfo
114" Congress114" Cong., ¥ sess., February 12, 2015, H.Hrg. 4162 (Washington: GPO, 2015), pp.-38.
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Appendix.Small Business Eligibili
and Application Process

Small Business Eligibility RequirementH

Only businessesddehani“smadind yo ipea rStBiAci pate 1in the S
Bus i nmusste sme et ¢si tshiexe tshtea SdBaAr di tdir tthleey amdu ptrd ym
aogtehde 'S BaAl t et met standard for the SBIC program
ndarids tlmast 11ikely to qubdt e fsyiazteh esetcaonmdpaarndy ,f otry
C prThgr am.rrent SBIC alternative size standar
4t ,a nigsiebtl ewor t h nod%.nfi h bmslo a v eirmcoefidie daefrt aclr

ome taxes (oxébudeng doy ¢c¢her giscadi yg atr wo no«
excemsl PAd i dcofmp’anyubsidiaries, parent compan
nsidered in determining 1if it meets the size s

addition, since 1997, the SBA has required ST
afiocbmgi nes s e se nadt otfh et hleo weetrpmiitmtaea d I“yhdbe crnasge ,
ancial size standards applicable to the SBIC
ot her SBR. pr-orgeiqiufiBrleCs |l icensed after the date
b ¥
e
t

oppBpow~— B
o — — o g9

I

a
y 17, 2009) to certify that at Ileast 25
ses A smaller enterprise eirs ha sc onmeppany t
o0 more thantd mdtl limmomadf avetrlhgepradd
an $2 misl Isii@ere ort amedeatrsd time t hBRAindustr
engaged.

ASBIC |l oocdhesfdderuar yyt HIdstnoRd @ 2 cei ved any SBA 1 e v«
commitments aft ¢musFte bhrauvaer ya tl 71, ¢ a2s0t0 92 0 % of its ag
(plus 100% for leveragenvemmetdmeéentsmaveéer$eatmri

Bgo~—rmm— 0= =N®noeao
copBmMB = =B
. o

o
-
=
o
-
=

<3

BISBA, “Small Business Size Standards: Infl aFederaln Adj ust ment
Register3364733669, June 12, 2@1ThepreviousSBIC alternative size standanghich was established in 1994, was

tangible net worth not in excess of $18 million and average net income after federal income taxes (excluding any carry

over losses) for the preceding two completed fisealy s not in excess of $6 million. See
Standards: Increase Size Standard of Small Business Concerns Eligible for Assistance by Small Business Investment

Co mp a n i kederal’Redis®t1695316956, April 8, 1994. The 1994 final rulsed net worth, as opposed to

tangible net worth. In 1996h¢ SBA replaced net worth with tangible net worth for both the 504/IBBxCguaranty

program and the SBIC program “because i1items sutoh as goodwi
account during calculation of SBAt “BamtlH fBars ilhess SpproSalan
Federal RegisteB282, January 31, 1998he previous alternative SBIC size standard of no more than $6 million in net

worth and no more #n $2 million in aftettax net income was established in 1979. The previous alternative SBIC size

standard was a small business concern that does not have assets exceeding $9.0 million, does not have net worth in

excess of $4.0 million, and does not haftergax average net income for the preceding two years in excess of

$400, 000. See SBA, “Smal.l Business Size Standards: Increas
Assistance by Small Business Invest mdaderal Ragisigha8a5 e¢s or by De
September 28, 1979. Also, sE&C.F.R.§107.700; 13.F.R.§107.710; 13.F.R.8§121.301(c)(1) and 138.F.R.

§121.301(c)(2)

152SBA, “Small Business Investment Companidse ver age Eligibility and Portfolio Di-x
74 Federal RegisteB3912, July 14, 2009.

15313 C.F.R.8107.710.
15413 C.F.R.8107.710.
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BIC | onoeesfeod e Febrptulbnhastyehta@i v2ad08 SBA leverage
ter Febrmuasty mdect 20O 20% threshold (plus 100°9
0 million) for financing providedsbuédrefthe c
bruary 17, 2009, and the 25% t™hreshold for fir
ICs are not allowed to ,frnwawntcei mntdhd nfvelslt onwinu ¢

f tnyaprec el e a s i,mgi mp mep a & dceosnepaabnii¢ehst d € e s t han 51%
sets and employ,passiwvet be Unsuwad Suastaesses (t
gular and cont i gouro ucso mbpuasni ineess st hoapte rwaitlilo nuys e t he
rm™indadditionpr®Blidse Haamdsotf or a small busin,
siness activity is deemed contrary to the publ
r a foréfgn operation.

Ot D Oy e )
ocE® 0w m 00N

Small Business Application Process
Small business roewneeirvsi nign tSeBrleCs tfeidn ainnci ng can sear
the SBABI C ®TlThecdomgmpoavtiodeys contact information f
sorted by state. ’sl tpraelfseor riendc lmidneismutnh ea nSdBInfa x i mu m
rangepethé ¢cygpital provided (e. gsand&iqhéty, mezza
secured term,) ., orf preifreg rsectda ge¢ opgrtke ference (e. g.,
expansiohas¢ngetage), industry preference (e. g.,
environmendailstsrerbutciesn), geographic preference
specific state or stattedp,cuasndeca gdbe deygiapttiys mgefi
companies for e x poatnasri goent iamngd caocngpuainsiietsi owmi t h r e ven
mi 1 1 i on aintdy parto ftihtea Bt ime of financing
After locating a suitable SBIC, the small busine
addresses’st bpebugiimass management, financial c o
The typical business plan includes the foll owing
X the name of the business as it appears on the
communi t yi ti no pwehriacthe s
X the city, county, and state of the principal
facilities:;
X the form of business organization and, 1f a ¢
incorporation;
1 bid.; and SBA, “Small Buevrage Eligibilityland Pertfolio Rivensifit®iC o mp a ni e s

Re qui r e mkedetabRediste83912, July 14, 2009.

15613 C.F.R.8107.7220. SBICs are generally prohibited from investing in passive businesses. SBIC program regulations

provide for two exceptions. The first provides conditions under which an 8BiCstructure an investment though up

to two levels of passive entities to make an investment in @assive business that is a subsidiary of the passive

business directly financed by the SBIC. Tlwealtepravidend enabl es
financing to a small business through a passive, wholly owned C corporation, but only if a direct financing would cause

the SBIC’s investors to incur Unrelated Business Taxable I
excepion is commonly known as a blocker corporation. The SBA has issued a proposed rule to expand and clarify the

use of SBIC passive business investments. See SBAma 1 1 Business ]RassivesBusiness t Companies
Expansion & Technical Clarifications80 Federal Registe6007760082 October 5 2015.

157 |bid.
158SBA, AII“SBIC Licensees by Stateiit https://www.sba.goebntentsbic-directory.
159 | bid.

Congressional Research Service 35



SBA Small Business Investment Company Program

X a description of the puodmess, sohdl odi sgrivhe
rendered;

X ahistory of the general devel opment of the pr
five years (or since i1inception) ;

X nformation about the relative 1importance of
t he vol umenecosfs tahned biutss profit s ;

X a des crtihpet s Dsnewefal and physical property and
business ventures;

a description of technical attributes of 1its

detailed informatsionsabimmeec]l bhsrepupomestsi al
customer s ;

amar keting survey or economic feasibility stu

a description of the diss tprriobduutcitosn osry ssteernv i fcoers
a descriptive summary of the competitive con.
busimeesngaged, including its competitive pos:
smallest competitors;
a full explanation Bn¢dgricmmegr podfictiles ;busine.
brief resume’s mdnapembdbunsipessonnel and princ:
includieg,thdurcaagon, and business experienc
X banking, business, and personal references fo

for the principal owners,;

b

X balance sheets and profit and 1loss statement
from inception);

detailetdipnejef revenues, expenses, and net e

atatement of the amount of funding requested
funds ;

t he r e d dreengsu efsotr for funds and a daasdcription o

adescripti betnhbeh s imxepasot gain from the financin
expansion, 1improvement iurctfiioman coira li npcaseiatsieo ni .
effigency

Because SBICs typically receive hundreds of busi
smll business owners seek a personal referral o1
manager being ttahreg eltiekde Itioh oiond rtehaaste t he business
cons iAcedr di Smaltb Bhsiness alnhbsomwgdpl hhabBEC
must undertake before it can make a'®final decisi

160 Small Business Investor Alliance (formethe National Association of Small Business Investment Companies)
“SBIC Fineaby-8ti ag, ” SWe p athttp:dvwvw.sbia.or@p@gessbic_financing

161SBA, SBIC Program: Seeking Finang foryour Small Business 4t https://www.sba.gowfficesheadquarters/
ooi/resourceg¥905

162 Small Business Investor Alliang¢éormerly theNational Association of Small Bingess Investment Companjes
“SBIC FinabySt ag,; ” SWe p hthttp:dvve.sbia.ordp@gessbic_financing
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